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PRBFACE

Mr. Speaker Sir, on behalf of the Members of the Finance, Comrnerce and Budget

Comrnittee and as required under the second schedule of the Senate Standing Orders, I
hereby present to this House, tl're Corunittee's Report on the 2016117 Mediun term

Budget Policy Statement which was submitted to this House on 15ft of February,2016.

Upon subrnission to the House, the Mediurn tenn Budget Policy Staterrent (BPS) was

committed to each Standing Cornrnittee to deliberate upon and rnake recorllnendations

to the Finance, Comrnerce and Budget Cornrnittee in relation to their respective

rnandates. In considering the Staternent, the Finance, Cornrnerce and Budget Cornmittee

consulted each Standing Cornrnittee and hereby tables a reporl, containing its

recorunendations on the BPS to the House for consideration and approval.

Mr. Speaker Sir, it is significant to rnention that the purpose of the approval of this

report on the Medium tenn Budget Policy Staternent is to communicate the Senate's

position on the preparation of all subsequent budget docurnents for the remainder of the

furancial year beginaing with the Division of Revenue Bill, 2016. It is also irnportant to

note that section 25 of the Public Finance Managernent Act, 2012, stipulates that the

resolutions of Parliarnent, comprising both Houses, on the BPS tnust infonn the

preparation of the Annual Estirnates and therefore by extension, this House's resolutions

on this repofi will fonn the basis of evaluating the 2016117 estimates for the various

spending agencies at both national and devolved level.

Mr. Speaker Sir,
The Standing Cornrnittee on Finance, Comrnerce and Budget is established pursuant to

Standing Order No. 208 and is rnandated, to investigate, inquire into and report on all

rnatters reiating to coordination, control and rnonitoring of the county budgets and to:

A. Discuss and review the estimates of Cor.rnty governments and make

recomlnendations to the Senate;

B. Exarnine the Medium tenn Budget Policy Statement presented to the Senate;

C. Exarnine and report on the Budget allocated to constitutional corrunissions

and independent offi ces;

D. Examine bills related to the Counties;

E. Examine the Budget, including the Division of Revenue Bill; and

F. Exarnine and consider all matters related to resolutions and Bills for

appropriations, share of national revenue amongst the counties and all rnatters
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concerning the National Budget, including public finance, monetary policies
and public debt, trading activities and corlmerce, tourism, investment and
divestitures policies, planning and deveiopment policy.

Mr. Speaker Sir,

The Corunittee on Finance, Cornrnerce and Budget was constituted by the House on
Thursday 13tr'March 2014 during the Second Session of the Eleventh (11tn) Parliarnent
.,,-.,-1- .-.-,-.,.....,-.-,. 1,.,.,---,-rir-,2.-.-1 ^^-----.i^^- +r-^.a^'t!^,-,:-^ -^-^--^!-^,-^.-l:-! -j --r-re:--^J -J^^--:!;!-u, !J^^rf r4rvJ !^iv +uilu,i^ii6 ^r^.lu^vviJ.

1. The Hon. Sen. Billow Kenow, MBS, MP. -Chairperson
2. The Hon. Sen. Peter Ole Mositet, MP. -Vice-Chairperson
3. The Hon. Sen. G. G. Kariuki, EGH, MP.
4. The Hon. Sen. Moses Wetang'ula, EGH, MP.
5. The Hon. Sen. Beatrice Elachi, CBS, MP.
6. The Hon. Sen. Mutahi Kagwe, EGH, MP.
1. The Hon. Sen. (Dr.) Boni Khalwale, MBS, MP.
8. The Hon. Sen. (Prof.) Peter Anyang' Nyong'o, EGH, MP.
9. The Hon. Sen. (Dr.) ZipporahKittony, MBS, OGW, MP.
10. The Hon. Sen. James Mungai, MP.
l l.The Hon. Sen. Catherine Mukite Nabwala, MP.
l2.The Hon. Sen. Mutula Kilonzo Junior, MP.
13.The Hon. Sen. (Prof.) John Lonyangapuo, CBS, MP.
14.The Hon. Sen. Paul Njoroge Ben, MP.
15.The Hon. Sen. (Dr.) Wilfred Machage, MGH, MP.
16.The Hon. Sen. (Dr.) Agnes Zani, MP.

The Finance, Corunerce and Budget Comrnittee is further given legal backing under the
Public Finance Management Act, 2012 as well as the Constitution.

EXAMINATION OF TI{E N{EDIUN{ TERM BTIDGET POI,ICY STATEMENT

ln reviewing the 2016 Medium Tenn Budget Policy Statement, the Committee held four
sittings, one of which the Cabinet Secretary, National Treasury was invited to give his
views and clarifo matters arising from the BPS. The Cornmittee also received
submissions frorn the various Standing Committees and held extensive discussions with
the respective Chairpersons.
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Mr. Speaker Sir,

RECOMMENDATIONS

1) Mr. Speaker Sir, The Cornrnittee received useful submissions frotn all the

Standing Cornrnittees of the Senate. The cornrnittees made significant observations

on the BPS policy proposals for the 2016117 and the rnedium tenn, identifying

broad policy issues with great impact on counties, the issue of county fuirctions held

by the National Governrnent and pr-oposals on revenue allocation.

2) Mr. Speaker Sir fi'orn the perspective of the Senate Committees and the role of
Senate in protecting the interest of counties, the broad issues in this years BPS can

be categorized as follows:

(i) National policies and progralnrles that have a direct irnpact on economic

perfonnance of counties;

(ii) Outstanding transfer of county functions alongside additional financing;

and,

(iii) Proposals on division of revenue between the two levels of governrnent

and among counties for the 2016111 financial year.

3) Consequentll,,l\{r. Speaker Sir, the Comrnittee recomlnends as follows;

A. Enabling National Policies and Programmes

In order to enhance the econornic perfonnance of county and national governments the

Comrnittee recorlmends as follows:
i. Synchronization of sociai safety net funds at the national and

county level through establishrnent of a comrnon single register and

a review of the disbursement arraugetnents to give counties

conditional grants and assign thern the responsibilities of disbursing

the funds;

That indicative prograrune outputs/ outcomes be provided by

National Treasury without delay to faciiitate proper scrutiny and

interrogation of the BPS and estimates to guide specific

recommendations;

1t
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That the National rreasury should consider amendments to tlie
PFM Act, 2012 and the constitution to give parliament and other
concerned agencies a ionger period to consider the Budget policy
Statement;

The Preventive, Prornotive, and RMNCAH (RMNCAH refers to
reproductive, materral, neonatal, chitd and adolescent Health)
Programrne should be reviewed to ensure the function is done
primaniy by the county govenxnent such as promoting prirnary
healthcare and envirorunental health care under the rnandate of the
counly governments;

Implernentation of the Managed Equiprnent services projects
should be hastened and achievable targets set;

Uptake of renewable energy such as biogas and altemative sources
of energy such as solar and wind among the rnajority of Kenyans is
important. The Ministry's outreach prograrune to propagate and
disseminate available renewable energy technologies is done
through Energy cenh'es that currently nurnber i6 centres. There is
need to extend this outreach with a view to cover all the counties;

The State Departrnent of Livestock's programrne of livestock
resource rranagement and developrnent will have its vote reduced
frorn 7.1 billion to 6.8 biilion. 80% of Kenya is Arid and Semi Arid
Lands (ASAL) ard 600/o of livestock is supporting over 10 mitiion
people as the only source of livelihood. The cornmittee is of the
opinion that additional funds should be added to this vote. This will
assist with functions such as increased value addition, establishrnent
of Livestock Disease Free Zones (DFZ), Fast-track Modemization
of the -Kenya Meat cornrnission to increase output and efficiency
and enable the country to rneet demand of an expanding export
market;

The Judiciary should prioritize courpletion of courts under
construction before starting new projects;

Encouraging the use of technology based strategies to reduce the
backlog ofcourt cases;

111.

IV

v11.

V1

vlll

1X
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In addition, the Judiciary and other Governrnent Agencies should be

facilitated with timely releases of Exchequer particularly on

developrnent expenditure to allow smooth irnplementation of

capital projects;

Fast tracking and cornpletion of the National Policy on Public

Participation and related relevant legislation in accordance with

Article 118 of the Constitution;

That due to plans by the Offrce of the Director of Public

Prosecutions to establish fifteen prosecution offices in Counties to

support its prosecution services, ailocations to the office be

enhanced;

More resources should be allocated towards Independent Electoral

and Boundaries Cormnission to enable the Cornrnission prepare for

2011 General Elections in tirne, and register 8 rnillion new voters as

well as any planned procurement of electronic equiprnent before

next General Elections;

That the leasing of motor vehicles by the police and the housing

project be dorniciled under the National Police Service

Comrnission, and in addition should be fast tracked to bring

efficiency in the police service;

In order for the Ministry of Foreign Affairs and International Trade

to deliver on its mandate with the reduced resource allocation, it

should rationalise foreign missions in strategic countries in line

Kenya' s econornic, intemational and dipiornatic obj ectives ;

That a policy should be put in place to guide capital expendifures

of foreign missions especialiy where exorbitant costs are accmed on

rental properties;

That to rcahze the Sustainable Developrnent Goal (SDG',s) of

ensuring inclusive and equitable quality of education and promoting

lifeiong opporlunities for leatTters, TSC's budgetary allocation be

enhanced to enable it employ at least 25,000 teachers in2016120l7;

xl.

x11

x111.

xlv.

XV

xvl.

xv1l.
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xv111.

xlx.

xx.

xxl.

xxl1.

The Ministry of Education, Science and Technology to review
policies and guidelines for Early childhood Education ro ensure
uniform standards across aii counties and funds be allocated to this
effect;

That the Ministry of ICT prioritizes the allocations (especially
under ICT infrastn:cture Development prograrnme) towards fast
tracking development of horizontal and basic infi-astructure in
Konza city; cornpletion of county connectivity projects in the
shortest tirne possible and enhancing the implementation of the
second phase of National optic Fiber Backbone Infrastructure with
a clear policy on the last rnile connectivity; and, the rninistry
liaising with KPLC to exploit the KPLC fibre to improve and
supplement connectivity, arnong others;

That the universal Access Fund initiatives inciuding the
undertaking of the second access gap study be rolled out
imrnediately, with the aim of ensuring Kenyans in rernote and
unserved areas get access to rnobile and intemet connectivity and
other ICT infrastructure activities as envisioned in the fund
objectives;

That Ksh. 3.778 billion be reallocated for the program on Integrated
Regional Development under the State Department for
Environrnent, Nafural Resources and Regional Developrnent to the
respective counties;

That the Budget Poiicy Statement should state exactly when the
second (2"0) phase (ir{airobi-Naivasha) of construction of the
Standard Gauge Railway will begin and the exact route it will
follow incluidng extension to Kisumu.

B. Mr. speaker sir, on the Transfer of outstanding county functions

Frorn its deliberations with the Sectoral Comrrrittees of Senate and the cornrnents by the
Council of Goverrors, the Cornrnittee noted that several county functions were still
being canied out by the National Govemrnent in the absence of mutual transfer as
envisioned in Article 187 of the Constitution. Thus, the Comrnittee recomrnends that:
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xx111 A11 county health functions be transfered fulIy, including fi'ee

maternity program, slurn heaith upgrade and cancer rnitigation and

control;

xxlv That the programs on crop development and productivity;

agribusiness and information managernen! irrigation and land

reclarnation, fisheries developrnent; livestock resources

rnanagement aud development and cooperatives developrnent and

management be transfened to county governments;

xxv That key colnponents of functions in the Ministry of Sports Culture

and Arts such as tibrary services be transfered to county

governemnts;

xxvl. That a legal frarnework that clearly spells out what constitutes a

county function and national function be in place to avoid

duplication, pafticularly under the Ministry of Sports, Culture and

the Arts;

XXV1I Agriculture is a fully devolved function and with functions going to

counties, admilistrative cost at National Government should

decrease because the Fourth Schedule of the Constitution clearly

indicates that National Govetnrtent's role in Agriculture is policy

and research.

C. Mr. Speaker Sir, on the Division of Revenue

Briefly, on account of the BPS, DORB and sectoral cotnmittee recorurlendations, the

Comrnittee reconunends that revenue allocations for 20l6lll be based on the following:

xxvlll That subject to (B(i)) above, conditional allocations as per Article

202 need to be kept at a minimum in view of Article 187 on transfer

of functions between levels of governrnent. In particular,

conditional allocations should only address critical issues which

would not be funded in any otirer way. Thus, the justifiable

conditional allocations should be Level 5 Hospitals, Free Maternal

health Care, Cornpensation for user fees forgone, leasing of medical

equipment and l5o/o of Road Fuel Levy Fund;
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The Cornrnittee notes that some county roads functions are still held
by the National Governrnent through the KURA and KERRA. The
comrnittee therefore proposes that the equitable revenue share be
enhanced to finance county roads in lines with the recorrmendation
of the CRA;

The Cornrnittee notes that the BPS uses a very conseruative revenue
grou'th rate in the computation of the equitable revenue share.
Actual revenue realization seems to differ frorn the growths used in
the BPS. Thus the committee recolrunends that the offical rate of
growth of revenue should be used at the rninimum to compute the
equitable share for 2016l17;

The comrnittee observed the need to maintain a stable
lnacroeconomic and fiscal environment of the Kenyan economy. In
particular', the cornrnittee is concerned by rising debt burden in the
face of weak revenue perfonnance. Therefore, the cornmittee
recornrnends that the National Government prioritize its
expenditure in the face of county allocations to avoid revenue
shortfalls, fiscal deficits, excessive borrowing and in-year budget
cuts;

The cornrnittee noted serious under performance of revenues in the
curent financial year owing to internal adrninistrative weaknesses
of the Kenya Revenue Aurthority (KRA). The committee therefore
recomrends an urgent review of the operations of KRA with a

view to ensuling efficient, timely and prudent co[ection of
revenues;

Equally, the Cornrnittee urges enhanced fiscal prudence and
austerify whenever necessary by both levels of governrnent to
enhance efficiency and productivity of pubtic spending. Annual
incrernentalism in budgets at either level of goverunent is therefore
discouraged;

That the National Treasury should strictly adhere to the approved
county cash disbursement schedule and give priority to county
disbursements. In addition, there is also need to prioritize and

xxlx

xxx

xxxl

xxxIl

xxxilr.

xxxlv
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consider criticai aspects of sorne functions like rnaternity services in
the health sector;

That resources be provided to the Ministry of Education, Science

and Tecluology to ensu'e each county has at least one nationally

funded one TVET institution. This will ensure equity in the

provision of TVET education, which is very critical towards the

realrzation of vision 2030.

xxxv
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I. INTRODUCTION

4) Mr. Speaker Sir, the Mediurn tenn Budget Policy Statement (BPS) is perhaps the

rnost critical document in the budget cycle that is prepared by the National Treasury

because it is the basis upon which all subsequent budget docurnents are prepared. It

is also the first stage at which Parliament, and by extension, the public whom we

represent, gets a feel of the rnain areas of expenditure as rvell as revenue policies

and debt levels that form the corning f,rnancial year.

5) In brief, the docurnent is supposed to set out the broad objectives, policy goals and

strategic priorities that guide the National and County Governments in preparing

their budgets both for the following financial year and over the rnedium tenn.

6) Pursuant to Section 25 of the PFM Act, 2012 arrd PFM Regulations, 2015, the

Cornrnittee assessed cornpliance to these provisions. The National Treasury is

required to prepare and subrnit the BPS to Parliarnent by 15th February each year.

7) Mr. Speaker Sir, as provided in law, the key contents of the BPS include the

following:
i. An assessrnent of the current state of the economy and the financial outlook

over the medium tem, including rrlacl'o-econornic outlook.

ii. Financial outlook with respect to Govemrnent revenues, expendifures and

borrowing for the next financial year and over the ffredium tenn.

iii. The proposed expenditure ceilings for the 3 arms of Government and

indicative transfers to Counly Government.

iv. The fiscal responsibility principles and financial objectives over the medium

tenn including limits on total annual debt.

v. The total resources to be allocated to iridividual prograrnrnes and projects

within sector, ministries, departments and agencies indicating outputs

expected during the period.

8) The role of Senate in the review and approval of goverrunent econornic and

spending policies contained in the BPS are clearly butlressed in the fuirctions of the

Senate as set out in Article 96 of the Constitutioir. The BPS sets out the arurual

revenue amounts in a 3-year period to be raised by the National Governrnent; these

are invariably the resources that are actually allocated to each level of goverrrment

inctuding counties (Article 203).
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9) The Senate's role therefore spans protecting the financing of counties, ensuring
unified economic policies and prosperity in counties for the benefit of all Kenyans,
and to irnprove national and intra-county business clirnate. Thus, there is an
ovetwhelming case for Senate to pronounce itself on any matter it deems fit as
articulated in the BPS.

10) The Budget Policy Statement (BPS) is submitted to Parliament pursuant to section
25 of Public Finance Managernent Act, 2012. The purpose of the BPS is to provide
strategic priorities and policy goals that will guide the National and County
Govemment in preparing their Budgets.

11)More specifically, the BPS airns at providing policies to sustain prosperity, recent
rlacroeconornic developrnent with special focus on dornestic and globai outlook,
fiscal policy underpiruring the FY20I6/17 Budget and the Mediurn Tenn. In
addition, it also provides direction with regard to county financial management and
division of revenue.

12) The Committee reviewed the five policy pillars, and considers them as critical since
they set out the broad goverunent policies and proposed reforms that in many ways
will affect the economic and expenditure plans of counties.

13) To expedite the review, the Cornrnittee critically reviewed the policies and rnedium
tenn fiscal fi'amework including the proposed sharing of revenue and rnade concise
opinions about thern and specific recolnmendations on a set of issues. The
recolnmendations are mainly decanted fi'orn the deliberations of Senate Standing
Cornrnittees and the ineetings with the CS, National Treasury on l8tl'February,
2016.

1a) The following sections briefly expound on the level of cornpliance of the BpS with
existing regulations and procedures. The subsequent sections assess the five policy
pillars, followed by a review of lnacroeconomic proposals, expenditure, revenue,
and revenue sharing proposals. The review of BPS is followed by the Standing
Cofiunittees' review and resolutions on various sectorai policy issues, which selves
as a prelude to the general and specific recorullendations of the Finance Comraittee.

P66^rt nn iho rarA QDCI trinrnra r^6m^--^ r^-l D,,Jd^+ a^--i!!^^
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III. POLICIES TO SUSTAIN PROSPERITY IN A VOLATILE GLOBAL
ECONOI![Y

a) Overview

15)The 2014 BPS set the five-pillar transfonnation prograin of the Governtnent for

irnplernentation over a three-year period and the 2015 BPS reaffinned these broad

policies and strategies. The 2016 BPS has slightly revised the contents of the five

pillars rnaking it hard to track the progress of sorne of the policies.

16) Further, the linkage between the Budget Policy Statement and the County Fiscal

Strategy Papers is still weak despite the requirements set out section lll(2) of the

Public Finance Management Act, 2012. Three of the five pillars have a direct

irnpact on the functions of the county govenunents but no mechanistn to align the

national objectives to the county priorities has been proposed in the BPS.

b) Pillar I: Sustaining Conducive Business Envirorunent fo, Investment

Opportunittes

17) The areas of focus of this pillar will be maintaining rnacroeconornic stability and

irnproving security so as to encourage investment opportunities in the country.

19) The fiscal policy will airn at strengthening the revenue effort, contain the growth of
total expenditure, shift composition of expenditure frotn recurrent to capital

expenditure, and elirninating unproductive expenditules. The fiscal policy will also

target to rationalize and align resources to priority progranxres to ensure outcomes

are delivered cheaply and efficiently.

Z0) The monetary policy will aim to maintain inflation within the 5o/o+2.5 target,

strengthen the international reserves position to over 4.5 rnonths of irnport cover,

stabilize interest rates to provide space for incleased private sector credit, and a

competitive exchange rate to support productive activities.
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18) The specific focus will be the quest to achieve macroeconomic stability by

pursuing prudent fiscal and rnonetary policies that wili support accelerated

inclusive growth and development. To better hannonize the fiscai and monetary

poiicies, the National Treasury, Central Bank and Kenya Revenue Authoriry will
irnprove on coordination thlough periodic meetings of their leadership.



21^) The cornrnittee notes with concern that the f,rscal policy target of reducing the fiscal
deficit in line with the EAC target of 3Yo of GDP by 2020121requires the growth of
expenditures to be contained and a subsequent shift of resources from recument to
capitai expenditure. The reduction in growth of expenditure is laudable considering
the governrnent plans to cut down on expenditures in 2016111, there is no clear
poiicy guideline on how the expenditure reorientation shall be done.

22) The BPS 2016 indicates that stabilization of interest rates and exchange rates in
2015 was iargely due to accurnulation of foreign debt. Even though this may be
feasibie in the shoft tenn, it rnay not be sustainable in the long term as Government
is required to continue raising finances to implement project to and also pay off
maturing debt instrerrnent contracted on the international capital market.

Enltancing Securi|t for Sustained Groy,th and Entplolunent

23) The governrnent targets to invest in security infrastructure including housing,
offices, security installations, mobility, and training facilities. It also plans to
continue poiice welfare improvernent tlu'ough comprehensive rnedical cover and
building capacity of security agencies in key security functions (field operations,
investigation, education, enforcernent and professionalism). Recruitrnent of lnore
judges and raagistrates to reduce case backlogs by IOO% will irnprove delivery of
justice. Finally the govermnent airns to improve coordination arnong security
agencies; and enhance stronger partnership with cornmunities.

The cornrnittee notes the following:
i. Police housing units - Previous Budget Policy Statements hightighted the

consttuction for police housing units as a key target. Ttre BPS 2014 and
BPS 2015 indicated the govelrunent's promise to construct 15,000 housing
units over the rnediurn term for National Police Service, Kenya Defence
Forces and Prisons. However, the governrnent is yet to present a status of
these projects.

ii. security modernization The government proposed to adopt ICT
infrastructure in enhancing securify in the country in previous Bpss.
However, the status of these projects has not been highlighted in the BpS
2016 despite huge allocations in previous years.

Rennri- nn the lnr6 RP(l Fin:nrc f nmmerre and F,r rdcref t. nmmitl-oa- - __'0_



c) Ptllar II: Contiruued Investment in Infr^astructure to unloclr constratns to

growtlr

Further Expanding of Road Netrvork

24) The governrnent strategy is to provide an effective, efficient and secure road

network. To achieve this, it plans to step up road safety and regulation, construct

3,800 krn of low volume seal roads in the mral areas, continue expansion of major

roads in urban centers and prioritize constmction of rnajor international link toads.

Further, it airns at creating an independent body to audit and certiff construction

and rnaintenance of roads beginning with the National Road Network.

ZS) The BPS 2016 highlighted the strategy to de-congest the City of Nairobi through

completion of the Outer-ring Road and partnership with the Nairobi City County to

fast-track the tealization of the Nairobi Mass Rapid Transport System.

26) The key international link roads to be prioritized include the East Afi'ica Road

Network (Voi-Mwatate-Wundanyi road, Malindi-Mornbasa-Lunga Lunga road);

the Kisumu-Kakamega road and the 600krn South Sudan Link Road.

The comnittee notes that the BPS 2016 has failed to detail the titnelinesfor the

completion of sonrc of the roads projects. With most of these roads being part of the

MTP II targets, their status vtill greatly tmpact on the petformance of the Vision

2030. Further, the transfer of management of courtty roads to the devolved

goverrunents has not ltes been done and this ruay affect proper tnanagement of these

roads.

Rai[, Marine and Air TransPort

27) Rait Transport - The Mombasa-Nairobi (Standard Gauge Railway) SGR is over

60% complete and set to be cornpleted by mtd-2017. The governtnent is cumently

i1 the process of securing funding for an extension fi'orn Nairobi to Naivasha. The

BPS also highlighted the plan to upgrade and rnodernrze the urban comtnuter mass

transit systetn through Public Private Partnership (PPP).

28) Sea Ports - The BPS 2016 strategy rides on the progress tnade in modernization of

the Port of Mornbasa including the expansion of the tenninals and cargo areas, and

the near cornpletion of the second container terminal (expected in early 2016), and

the integration of the single window system. The govemrnent plans to further

dredge the port and irnprove the road networks in and out of the port.
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29) Lamu Port and Southern Sudan-Ethiopia Transport (LAPSSET) The
goverrunent aims at prioritizing the conshuction of a rnodern pipeline from Lamu
to the oil exploration locations in the region through Public Private Partnership
(PPP).

30) Airports - The BPS highlighted the progress made in expansion of Jomo Kenyatta
International Airport (IKIA) and rehabilitation of five airstrips (l{anyuki, Ikanga,
Loowar, Emou alld Mallndl). I'he ii(iA Tenmnai 1A is near colnpletion and the
goverrunent airns to cornmission the new terminal 1E. Further, work is expected to
colilnence on the Second Ruuway with expected completion by end of 2018.

Access to adequate affordable and reliable energy supply

31) Tlre BPS 2016 targets to provide affordable and competitive electrical energy
tlu'ough the prograrnrne airned at generating additional 5,000MW of power by end
of 2017. Sorne of the key projects targeted for the mediurn term include the
987MW Lamu Coal Power Project; 300MW Turkana Wind Project; and 300MW
Kitui coal Project aimed at achieving a target of 4,385MW by 2017.

32) The Govemtrutet aims at achieving a target of corutecting at leastlOYo of Kenyan
Households and reduce connection costs and tirne by 60% by ZOl7. The
goverrlrrient also aims at rolling out a programme on green biomass digester bag
technology in at least 100,000 households as well as reviewing the poticy on solar
to facilitate its expansion.

Tlte Conurdttee notes wi.th concern that:

i. The progress made witli regard to the 5000MW power project targeted for
cornpletion in 2017 is only i20% since 2014. This indicates that the project targets
may be trighly unlikely to be achieved wiflrin the current time span and may
ultirnately increase the cost of the projection.

Government has not fuliy exploited the solar power even though this is readiiy
available iir the countty. Govemment sliould consider fast tracking the policy on
solar and colre up with measures to encourage solar- power generation especially
for the off-grid areas of the country, which are also the semi-arid parts of the
country with abundant solar energy.

l1
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d) Pillar III: Sustained sectoral spending for employment creatiort

Agricultural Transformation to sustain growth

33) The Goverrunent plans to prioritize investments research and extension services,

agro-ecological zoning and re-organization of fanners into viable cluster groups for

econornies of scale; establish Disease Frce Zones facilities (Bachuma, Kurawa,

Miritini); {nalrze procurement of offshore patrol vessel (OPV); complete the

fertilizer manufacturing plant by Septernber 2016; and increase the acreage in the

Galana/I(ulalu Ranch Irrigation frorn the pilot 10,000 acres to 100,000 acres.

The Cornrnittee observed with concern that:

i. The Galana/Kulalu inigation project though identified as a flagship project for

the agricultural sector still faces numerous challenges. In this regard, Governrnent

needs to assess the viability of the project.

ii. The BPS 2016 even though the agricultural sector is devolved, the strategies that

may have to be irnplernented by the country govemment still falls under the

national goverrunent. Further, tlie BPS highlights prioritization of extensions

services but doesn't rnention what the key activities by the county govemment in

implementing the agricultural extension services.

Supporting growth of manufacturing for employment creation

34) Governrnent proposes to prioritize the establishrnent of industrial and technology

parks in Eldoret, Juja and Taita-Taveta to catalyze innovation and value addition. It

also plans to establish green industrial parks under the Special Economic Zones

aiong the railway lines. Fufther, it plans to develop a framework for appiied

technology and aftisan tlaining to improve technical skills.

Tourism, Sports, Culture and Arts

35) Tourism - the sector has been boosted by withdrawal of travel advisories by key

tourist source countries. The BPS 2016 indicates the govemtnent's focus will be on

improvernent of security, tourisrn protnotion and rnarketing and continued

inveshnent in conference tourisrn facilities in Nairobi, Coast and Western Kenya.
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36) Sports and Arts - The govemment plans to construct the five stadia through
Public Private Partnership (PPP), review the sports poticy and legislation and create
awareness on anti-doping issues. Further, it sets to roll out incentive packages to
ensure fihn and rnusic flourishes in Kenya.

The Cornrnittee observes with concern that:

i' The Govenunent is required to put in place an anti-doping legislation by early
2016 or risk being banned fi'om interrational sporting events. This may adversely
affect sports in the country.

e) Pitlar IV: Sustained Investment in Social Servtces for the welfare of
I(enyans

Healthcarc

37) The strategy focuses on irnplementation of the Health transformation agenda. This
wiil include scaling up universal health coverage initiatives (fi'ee rnaterlity service
and free basic healthcare services); equipment modernization in 94 hospitals;
t'educe morbidity and mortality rates from Malaria, HfV/AIDS, TB and non-
comrnunicable diseases, recruit rnore health workers and strengthen health
research.

The Cornrnittee notes with concern that:

The BPS 2016 does not clearly indicate the interventions that governrnent
wishes to undertake in 2016117 and the mediurn term to achieve the
healthcare transfonnation agenda.

ii. Despite the healthcare functions being largely devolved, the BpS 2016
does not indicate how the national goverrunent's strategy will impact on
the functions of the counfy levels.

Qua[fy and relevant Education for all Kenyans

38) The strategy will include improvement and expansion of institution infrastructure;
integration if ICT cun-iculurn in atl levels of education; increase finances to fully
a-_--r .---:._-_._ __-- _-!_ -1 , ,. ! ,. 1 ,ruuu Prrttrary, buuulruary alru rsrLrary cuuualruu, aud suctrgliten quaitry conLrois.
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The governrnent will also carry out national skills survey with airn of developing a

national and rninisterial hurnan resource developrnent plan. Further, it will align

education and training curticula to the demands of the labour markets by

developing competency based education and training for TVET and revitalizing

youth polytechnics.

Scaling up social safefy nets

39) The governrnent targets to train and ernpower persons with disabiiity for self-

reliance, develop a Cornrnunity Development Integrated Management Infonnation

System; provide education support to Orphans and Vulnerable Childrem(OVCs),

increase the nurnber of counties linked to the single registry for the National Safety

Net Prograrulle fi'orn 10 to 25, and set up a national safety net cornplaint and

grievance structure.

40) The govemrnent also aims at increasing the nurrber of beneficiaries in cash transfer

prograuunes frorn 111 ,000 in 201511,6 to 1,707,000 in 2018119. Tliis will increase

the coverage for households with oider persons frorn 310,000 to 760,000; the

household with OVCs fiom 360,000 to 810,000 andpersons with severe disability

from 47,000 to 137,000.

Empou,ering Youth, Women and Persons with Disability for employment creation

4L\ The BPS 2016 indicates that in the year2016117,21,870 youth will be trained by

NYS and another 150,000 through social transfonnation programme; 300

cornrnunity youth SACCOs will be registered, 5,000 youth will be mentored ou

leadership and national values; and 30,000 youth will be sensitized on

enh'epreneurship skills and social vices. The governrnent will also construct 40

youth polytechnics and disserninate Ksh 6 billion tlu'ough the UWEZO Fund to

benefit Youth, Women and Persons with Disabilities.

The Corniniffee notes that the issue of merging of funds is pararnount. In this

aspect, govelllment is providing rnultiple funds to support Wotnen, Youth and

Persons with Disability including the Uwezo Fund, Youth Developrnent Fund,

Women Development Fund, alnong others. However, the rnultiplicity of these

funds may lead to duplication of solne of their targeted interventions. The report of
the Presidential Taskforce of Parastatal Refonns has thelefore proposed the lnerger

of these funds into one to ensure better lnanagement and accountability.
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Environmental Conservation and l\{aking \\iater Accessible

42) The strategy wiil prioritize irnplernentation of programs under the Growth
Initiative. The goverrunent will also ensure that an Environmental impact
Assessrnent is undertaken on all projects. To rnitigate the irnpact of clirnate change,
goverrunent will invest in re-forestation, roll out water harvesting and storage in all
nrrhlic instihttions arrd inrreqt il g.leer-, .n91-glr Frrr+her t^rr?:i:xelt Hrill tfg.i
construction and rehabilitation of water pans, and investrnent in mini-darns and
rnid-size dams to store water for household and agricultur-al use.

fl Pillar V: Further Entrenching Devolution for Better Servtce Deltvery

43) The National Govemrnent will continue supporting the devolved structures by
increasing their allocation of sharable revenues, strengthen accountabiiity and fiscal
discipline in use of resources, and implernent a strategy to enhance county revenue
raising lneasures and correct duplication and distortion in local taxes and fees.
Sotne of the initiatives to be put in place include: sensitization of public officers
and general public on Public Audit Act, Procurement and Asset Disposal Act, and
PFM Regulations; prioritization of disbursement to counties with the least fund
balatlces at the CBK; and strengthen the linkage between planning, budgeting and
irnplernentation at both levels of governrnent in line with developrnent plans.

44) Further, the National Treasury through the Intergovemraental Budget and Economic
Council (IBEC) will initiate developrnent of a national legislation to support
enhancernent of county owrl-source revenue and comprehensively review and
hannonize all existing county l.evenue legislations.

45) One key concern of the Comrnittee is tlie non-adherence to the approved cash
disbursetnent schedule by the Nationai Treasury. This has led to delay in
disbursement of funds thereby affecting county goverrunent budget execution.
Arising frorn this probiem, some county goveffrments have resorted to borrowing
(through the overdraft window) frorn cornrnercial banks at high interest rates.

46) The Cornmittee also noted with gleat concern the delays in disbursing colditiolal
grants to the counties particularly in the health sector. The Cor.rncil of Governors
infonned the Comrnittee that conditional funds captured in the 20t412015,
201512016 financial years under the Ministry of Health were yet to be fully
ti-isburssd. Urrtici tirc Frce iviatcrrrity program for exampie, rhe iviinisrry was yet ro
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burse Ksh.7.530 billion; having only only disbursed Ksh. 1.47 billioninthe last

years. No disbursement for Free Maternity Services had been received for the

year 201512016
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DEVBLOPMBNTS AND POLICY

a) Econonic Growtlt

47) The iMF projects the global growth will stand at3.Io/o in 2015 and rise to 3.60/o in
2016. This is as a result of the irnproved growth in the advanced econornies. The
growth in the ernerging and developing economies is pro_iected to slow down on
account of an expected decline in the econorric growth for china.

48) Countries in Sub-Saliaran Africa are expected to experience lower growth of 3.5%
in 2015 especially those that export oil as a result of the low oil prices in the global
tnarket- Declining corunodity prices and lower dernand from China is also likely to
affect growth in this region. There will be irnproved growth in 2016 at 4.0o/o and
4.7% in 2017 resulting frorn sustained infrastructure investment.

49) For the first three quarters of 2015, the econolny grew at an average of 5.4
cotnpared to 5.3o/o during the same period in 2016. The sectors with the highest
growth rates include sectors that have the highest growth so far are Construction
(11.8%), Electricity & Water (9.9%), Financial Intennediation (9.4%), and Mining
& Quanying (8.2%)' The growth in other key sectors such as Agriculture &
Forestry and Accorn:nodation & Food serices has averaged at 5.60/o and -3.5%
respectively.

s0) According to the BPS 2016, the economy is projected to grow at 5.60A in 2015,
6'00/o in20l6 and 6.5% inthe mediurn tenn. In tenns of Financial years, the growth
is estirnated to be 5.5% rn2014115,5.80 in 20i5/16 and6.l% in2016/17. This
growth is premised on increased production in agricultule on accoullt of favorable
weather, cornpletion of infrastructure projects, recovery of the Tourisrn sector,
enhanced private consumption, investor confidence which will boost dornestic
demand and deepening of the regional integration.

Over the years, the Budget Policy Statements have had optirnistic targets for
economic growth which are based on various assurnptions. Consequently, this has
led to higher plojections of revenues giving lnore space for increases in
expenditure. However, the trend has been that most of the econorric growth
targets have not been achieved forcing revision of revenue projections

IV. RECENT ECONOJ\{IC
OUTLOOK

. 51) The comrnittee obserues the following:
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downwards. This in turn has resulted to expenditure cuts or rlore accumulation of

debt to fund the Govemrnent budget.

ii. Enhalced private consumption is one of the assurnptions of achieving a 6-10/o

econornic growth n 20L6117. Despite the fact that, over the years, private

consumption has been a key driver of econornic growth, a huge part of this

consumption is irnport driven. It has therefore not improved the standards of

living of a majority of the citizenry and has also increased the country's

susceptibility to external economic shocks such as instability of the exchange

rate.

iii. In the BPS 2015 a1d 2016 BPS, a key assumption has been an increased

agricultural production on account of favorable weather. This assumption may

not hold given dlastic change in weather patterns. Further, a favorable weather

does not guarantee increased agricultural production. lndeed, there are other

factors that affect agricultural production such as land fragrnentation, transfer of

technology, the efficient processing and marketing of agricultural products,

abolition of caftels, alnong others. Therefore, there is a need to relook at the

Country's Agricultural Policy to coine up with concrete measures of ensuring

agricultural production is "a11-weather" and has value for money. Only then will

it lead to poverty alleviation and sustain prosperity for all.

iv.Increased investor confidence will depend on prevailing security in the country.

In addition, from past experience, investors normally have a 'wait and see

attitude' as the Country goes into a campaign and election season, which is iikely

to happen towards the end of 2016'

b) InJlation

52)The BpS 2016 states that the average arurual inflation was 6.8 percent in January

2016 compared to 6.10/o in January 2015 and therefore has been within the

Governrnent's target (5%+2.5). The rate of inflation is expected to remain within

the target in 2016 and the medium tenn'

53)The cornrnittee notes that in December 2015 and January 2016, the inflation rates

surpassed the Govemrrent's target to stand at 8.01 o/o and 1 .18 % respectively. This

irnplies that the rate of inflation would have been higher were it not for the

counteractive effect of the low fuel prices that is being experienced globally. Food

and non-alcoholic beverages category continues to be a major conkibutor to
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inflation and there is need to regulate the incidental costs of food production, to
make food more affordable especially in the urban areas.

c) fnterest rates

54)According to the BPS, by January 2016, there was an ease in various interest rates.
The interbank rate deciined fi'om 8.8% in November 2015 to 6.2o/o in January ZO16;
fhg 1-r'e2511r';, hillc rrfeq rer-nr-r-{erl h jch rrtnc ?r 1_1,o/,, .r1; ?1f,,. l:. 3:i:b.ei 2115 b,,,li

incessantly declined toll.4o/o, 13.7o/o, 14.3% for the 9l-day, 182-day and the 364-
day Treasury Bills.

55) The average lending rates increased to 17 .4% in Decerrb er 2015 cornpare d, to 16%
December 2014, while the deposit rate increased to 7.9o/o frorn 6.8% over the sarle
period. This is as a result of revision of the Kenya Banks Reference Rate (KBRR)
from 8.5% in January 2015 to 9.87% in July 2015. The interest spread -difference
between the average lending and deposit rates- rose to 9.5o/o in December 2015
compared to 9.2o/o in the previous year.

56)There was a depressed growth in the private sector credit, which stood at 18% in
December 2015 cornpared with 22.2% growth in the same period in20l4.

57) The comrnittee notes that the increase in the lending rates has a negative impact on
tlie private sector growth especialiy if the cornmercial banks' customers expect a
hike in these rates. On the other hand these rates are likely to decline as a result of
the recent aggressive regulation of Comrnercial Banks by the Central Bank of
Kenya which has, for example, publislied the lending rates of the various
Comrnercial Banhs. However, the lending rates may not change due to the
oligopolistic nature of the banking sector in Kenya.

d) Excltange Ra.te and Foreign exchange reserves

58)In 2015, the exchange rate depreciated against rnajor intemational currencies but it
was able to rernain resilient at the beginning of 2016. It stabilized against at Ksh
102.2 against the US Doliar compared to Ksh 102.8 in October 2015.It appreciated
to stand at Ksh 145.2 and Ksh 110.8 to the Sterling Pound and the Euro respectively
fi'orn Ksh 153.3 and Ksh 111.1 in December 2015.

59) Foreign exchange reserves declined fiorn USD 7895 Million in December Z0l4 to
U)IJ /)J4 iviiiiion iir December 20i5 representing a faii in months of rmport cover.Ir Report on the zor6 BPSI Finance, Commerce and Budget Committee
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frorn 5 months to 4.8 months respectively. BPS 2016 projects au increase of 5.4

months of irnport cover over the mediurn term.

60)Going forward, the following are the key fundarnentals that are worth noting:

i. The stabilizing of the exchange rate was on account of accurnulation of rnore debt

and this rnay not be sustainable in the future.

ii. The downside risks to the stability of the exchange rate include: - tire

strengthening of the US dollar that would make it costly to borrow in the

intemational markets; a deteriorating trade balance as a result of poor

perfonnance of key exporl cornrnodities such as tea, coffee and horticulture;

insecurtty that would inhibit the recovery of the tourism sector.

iii. An improved perfonnance of the Kenya's exports and a full recovery of the

tourisrn sector are likely to result in sustainable levels of foreign exchange

reserves that will boost the country's confidence in tackling exchange rate shocks.

e) Public Debt

61) Tlre rnediurn public debt is projected to grow by 44.6% of GDP in 201 6l17 , 45.9yo

of GDP in2011l18 and decrease to 45.4oh of GDP in 2018/19. The rnain driver of
public debt accumulation wiil be the prirnary deficit which is expected to grow by

6.8% of GDP in 2016117 and decrease to 4.lo/o in the outer years. It's worth

mentioning that public debt has been on a rising trend, increasing at an average

arurual rate of l8%. As a proportion of GDP, public debt has risen frorn 43.lYoin
20lAlll to 49.9% tn20l4ll5.

62) The latest debt sustainability analysis (DSA) repoft for Kenya notes Kenya's debt

is sustainable. The DSA compares debt burden indicators to indicative threshoids

over 20 -year projection periods. However, the report cautions that sustainability

couid deteriorate if a significantly lower than anticipated growth raaterializes. In

particular, this could be lriggeled by a repeated and tnore severe drought; a

protracted slowdown in growth for rnajor trading pattners, in particular the Euro

area; continued decline in cornmodity prices; reduced retnittance and FDI inflows;

and an increase in global food and fuel prices.
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The following are issues of concern:

Fiscal Risks associated with weather related risks, underperfomance of revenue
collection coupled with weak cash rnanagernent systems at county level wili lead
to continued expansionary fiscal policy. This will increase financing needs of the
govemnent, which will drive up dornestic debt serving costs.

ii. Further depreciation of the shilling against the dollar which currently stands
above the 100 tnark, may increase the extemal debt service burden. This rnay be
likely since the current reprieve frorn further depreciation of the shilling has been
frotn accutnulation of external debt and this is unsustainable since the debt will be
paid in the near future.

iii. Realization of contingent liabitities associated with explicit lending or implicit
guarantees to state- owned enterprises and county goverrunents wouid lead to
increased debt stocks and servicing costs.

fl Fiscal Policy Outlook

63) According to BPS 2016, the Medium Tenn Fiscal Policy aims at supporting rapid
and inclusive economic growth, ensuring sustainable debt position and at the sarle
time supporting the devolved system of Govemment for effective delivery services.
Moreover, the fiscal policy is geared to the attainment of EAC convergence
criterion on the deficit inclusive of grants of 3.0% of GDp by 2020121.

64) This shall be attained through increasing of revenue over the rnedium tenn frorn the
estimated 20.6% of GDP in 2015/16 to 2l.l% of GDP in z}L}llg. On the other
hand, the govemment targets to contain growth of expenditure over the medium
tenn; the total expenditure is set to deciine fron28.3o/o of GDP in 20l6111 to 26.0
o/o of GDP in 2018119. This will ultirnately reduce the ovelall deficit inclusive of
grants fi'orn 6.8% of GDP in2016/ll to 4.1% of GDP in 2018/19. The decline in
the overall fiscal balance over the rnediurn tenn will allow for total public debt to
gtadually decline fiom 44.60/o of GDP in 2}15lt6 to about 45.4% of GDp in
20t8n9.

65) The committee observes that there is a consistent lack of adherence to the fiscal
framework as seen in the previous year's hinders the effectiveness of the fiscal
t'lOllC., hpina 2^nl!qrl arrar fho rnoAr'rr,- 1o-,- A ^^,--^,-:^^.^ ^.f +L^ c^^^t ..--^:^^+:^.^^r-^'-J \ vvur1lsrrovu vi iiiu iisuiii yiO,jCCaiOnS
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66)

in the Budget Policy Staternents for the last three years indicates a systematic drop

in revenue plojections in subsequent years. For example, the BPS 2014 projected a

revenue collection of 22.0% of GDP, tire BPS 2015 revised this to 20.7o/o of GDP

and the BPS 2016 has further revised it to 20.3o/o of GDP. The govemment

expenditures projections also witness a systematic drop in subsequent years. On the

other hand, the Fiscal Deficit is reviewed upwards with each subsequent BPS. The

table beloq, gives a comparison of govenxnent operation projections from BPS

2014, BPS 2015 and BPS 2016.

Further, the lack of rnaintaining a consistent fiscal framework wiil rnake it hard for

the attainment of EAC convergence criterion on the deficit inclusive of grants of

3.0 percent of GDP by FY 2020121.
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V. FY 2OL6I17 AND MEDIUM TERM FISCAL FRA]\{EWORK

a) Revenue Projectiort

67) For the FY 2016117, the governrnent targets revenue collection arnounting to Ksh.
1.5 trillion (20.6% of GDP) from Ksh 1.36 triltion (21.lo/o ofGDP) rr-Z0t5lt6. The
ordinary revenue is projected to be Ksli 1.38 trillion (L9% of GDp) in2016/17
cournared to Ksh I .25 trillion (19.-So/n of GDp-\ in 20 1 5/ l 6 The A.nnronr-iations-in-
Aid are projected at Ksh 116.2 billion (t.6% of GDP) compared to Ksh 103.2
billion (1.6% of GDP) in2015/t6.

68) Analysis of the revenue collection as a proportion of GDP indicates a contraction.
The largest revenue heads, income tax and VAT are projected to contract in
2016117. However, irnport duty and other revenue are set to remain unchanged
while excise duty is expected to grow from 2.2o/o of GDP in 2015116 to 2.5yo of
GDP in 2016/L7 . This indicates a projection of increased exportation

69) A review of approved budgets against actual revenue performances in previous
years indicates systematic overestirnations of revenue. Already, the first half
perfonnance for 2015/16 shows that Revenue has underperformed by ll.52yot. The
underperfonnance has a negative impact on expenditur-e perfonnance. The revenue
targets should be reviewed for a realistic projection to be given.

70) The total expenditure and net lending is projected at Ksh 2.05 trillion (28.3% of
GDP) compared to Ksh 2 trillion (31% of GDP) in 2015116. The contraction in
expenditure as a proportion of GDP is witnessed in both recurrent and. developgrent
expenditures. The total recurrent expendirure is projected at Ksh 1.19 trillion
(15.1% of GDP) compared to Ksh 1.09 trillion (15.7o/o of GDP) in2Ot5l16 while
total development and net lending is projected at Ksh 106.3 billion (ll .l% of GDp)
compared to Ksh billion (9.2% of GDp) in20l5lt6.

7l) Under the recurent expenditure, the rninisterial recurrent is set to reduce while the
allocation for CFS expenditures is set to increase frorn 3.5o% of GDP in 2015116 to
3.8% of GDP in 2016117. Under the development expenditure, both dornestically
finance and foreign financed development are projected to contract while the
equalization fund is set to be maintained at 0.lo/o of GDP over the rnediurn tenn.

Economic and Bu Review for First Half of 2 01s/16'er.
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72) The contingencies funds are set to be rnaintained at 0.lo/o of GDP over the rnedium

tenn while County Allocations are projected to reduce from 4.lo/o of GDP in

20l5lt6 to 3.9oh of GDP in2016117.It is to reduce further to 3.1o/o of GDP in

2017ll8 and 3.5% of GDP in 2018119.

73) The comrnittee observes that although there an atternpt to contain growth of
expenditures, there is no clear indication of whether there is a shift of resources

frorn recunent to developrnent expenditures since both are set to reduce tn20l6ll7.

b) DeJicit Financing

74) Fiscal deficit including grants is set to reduce fi'om Ksh 569.2 billion (8.8% of
GDP) tn 2015116 to Ksh 495.5 biltion (6.8% of GDP) rn 2016117. The reduction

witi be sustained gradually over the medium tenn to Ksh 372.7 billion (4.1% of
GDP) in 2018/19. The deficit in2016117 will be fundedby net extemal financing

amounting to Ksh 310.7 billion (4.3% of GDP) and dornestically amounting to Ksh

184.8 biliion (2.5% of GDP).

75) The gradual decline in fiscal deficit over the rnedium tenn will see extemal

financing reduce from 4.3o/o of GDP in 2016117 to 2.5o/o of GDP in 2018/19.

Likewise, dornestic financing will reduce fron2.5o/o of GDP in2016117 to 1.60/o of
GDP in 2018119.

76) The cornmittee observes that the decline in fiscal deficit over the medium term

shows an over-ambitious plan by the Governrnent to achieve the EAC Fiscal rule

that requires member counfiies to have their budget deficits below 30/o of GDP by

2020/21. The achievement of this reduction in deficit against cun'ent expenditure

pressures rnay be farfetched.
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w. INTERGOVERNI\{ENTAL FINANCII\G FRAN{EWORK: DIVISION
OF REVEI..{UE

a) Devoluti.on and Inter-fiscal Issues

77) The Cornrnittee noted the rnassive iinpact the devolution is bringing to the lives of
Kenyans. Despite transitional issues in the early months of devolution, financing of
:-a::-'-:.:a 1::: ii::'l;':2Ll1l::j;;j':h;;-:;;c:,, L":;"i:;.j;;;1.*;i.i, _.,i,_;;;ii _i^,i,_
economic and developrnental fi'ont. The key achievements since then include,
investment in health, county roads, and coliection of own revenues (which has risen
to at least Ksh. 33 billion by 2014/15). On financing, the first Annual Division of
Revenue Act of 20i3 allocated Ksh. 2i0 bitlion to counties: Ksh. 190 billion
shared using the approved revenue sharing formula among counties, and Ksh. 20
billion to cater for level 5 health facilities and donor commitments. Using the
revenue base of 2010111, the Ksh. 210 biltion exceeded the l5o/o threshold for
allocations to county governments according to the Act. The National govemrnent
received 730.4 billion out of the shareable revenue.

78) In 2014/15 budget cycle, the enactrnent of the Division of revenue Bill, 2014 saw
the counties receiving an aggregated arnount of Ksh. 226.7 billion out of the Ksh.
1,026.3 billion shareable revenues. The national governrnent was allocated Ksh.
799.65 billion out of which Ksh. 6.12 billion was specifically earmarked for
financing of Economic Stirnulus programmes, level 5 hospitals and allocation to
the Equalization Fund.

79) Equitable arnount to counties rose frorn 226.66 billion in2O14ll5 to Ksh.259.l75
billion in2015116 (14.6% growth). The National govenunent share rose frorn Ksh.
199.65 billion to Ksh. 975.389 billion. Including c.onditional allocations the
aggregate revenue aliocation to county goverunents rose fi'orr Ksh. 226.66 billion
in 20l4ll5 to Ksh. 287.044 billion in 2015116 (including all the conditional
ailocations).

80) The Cornrnittee noted various lessons frorn the past tlu'ee years of devolution, sorne
relating to financing, expenditure and transfer of functions. One of the key
observations is that the costing of functions was not done, instead, revenue
aliocations in 2013/14 conesponded to the unbundled functions between the
national and county goverunents and consequent allocation of resources through
the horizontal "fonnula". Thus, inequities were bound to remain across counties,
which were addressed tlu'ough conditional allocations or in sorne years through
additionai table share resources.
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81) The Comrnittee notes that given that devolution has taken hold, including county

level expenditure prioritization within the available resources, the issue of costing

of functions is fuirdarnentally orreftaken by events. This sirnply means that counties

can prioritize expenditure for functions in Schedule 4 of the constitution within

available equitable revenue share and "own" revenue collections.

82) The devolution process, the Cornrnittee obserues has not been easy especialiy with

regard to intergovernmental transfer of functions and resources. Each division of
revenue process has been marked with various challenges, but this is expected to

dissipate as counties strengthen own revenue capacities, improved and stable

frarnework for conditional allocations and application of Article 187 of the

constitution.

83) Another rnajor challenge noted by the Cornrnittee inciude the lag in the approval of
audited revenues which often tend to affect the cornputation of county revenue

share thu'esholds. For example, this year's revenue sharing will be based on 20L3114

audited accounts even though the audited accounts for 20l4l15 should have been

dispensed with. Thus, the Cornmittee recommends that the National Assernbly

expedite the approval of latest audited revenue accounts.

84) Further, fi'om the submissions with the deparlmental Corrunittees and interactions

with county Goverrments, the Cornmittee in particular observes several

outstanding issues: one, inadequate tlansfer of resources for some devolved

functions such as health and roads, several opeuly county functions in the heaith

and infrastructure sectors, two, that efficient irnplernentation of national

govelrunent functions, for instance security and ICT, could hold a key in unlocking

county econornic potential.

35) In particular the Comrnittee noted various issues raised by County of Govemors

(COG) on the BPS key alnong them:

That the Iesources related to crop development and productivity;

agribusiness and infonnation managerlent; irrigation and land reclamation,

fisheries developtnent; livestock resources management and development

and cooperatives developrnent and lnanage[lent be transfered to county

govemments.

11 That money allocated under the Ministry of Health relating to county

functions be transfen'ed to county govemments. In pafticular, the COG
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recolnlnends that the functions affected include user fees reimbursement
for dispensaries and health centres; free matemity program; slurn upgrade
and cancer rnitigation and control. The resources subject to transfer
amount to Ksh. 22.5 brlhon.

The Council also observes that some functions in the Ministry of Sports
Culture and Arts such as library services should be transferred to counties,
inch:rlins Ksl-. 1 !I Li!linn llbral, !ef.,lles

The COG also recorunends the need to increase allocations from the Fuel
Levy Fund to cater for county roads fi'om the current l5o/o of the actual
coliections to about 31.7%.

86) The Cornrnittee obserues that COG suggests the transfer of functions and requisite
amounts of the said progralnlnes frorn the National Govertrment. However, the
Comrnittee notes that the true cost of the said functions are not necessarily
equivalent to the amounts that the National Governrnent has allocated to thern.
Thus the Cotnmittee notes that the idea is that counties should receive enhanced
financing alongside own resources. In this regard, the Committee recomrnends that
counties prioritize ail devolved functions in their spending within available
resources.

87) Overall the Cormnittee sought to strike a balance between the realities of the
concelns expressed by the Council of Govemors and the existing need to balalce
austerity between the two levels of govemment as ernphasized in the BPS.

b) Divtsiott of Revertue behueen the National and County Goverrunents

88) The Cornrnittee noted that the Division of Revenue BiIl, 2016 had, already been
tabled in the Parliarnent and the Senate will have its chance to make its
contribution. Ail these issues shall infor-rr this year's allocation of revenue raised
by the National goveffItnent through the enactment of the Division of Revenue Bill,
2016 and tlie County Allocation of Revenue Bill, 20t6.

89) The Committee considered the two proposals on revenue allocation for 2016117 are
ah'eady in public domain, the CRAs recorunendation on revenue allocation for
2016117 and the revenue allocation recommendation in the BPS. CRA released its
recolrrlendation pursuant to Article 2r6(r)a in Decernb er 2015.
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90) The CRA recomrlends that an Ksh. 371.518 biilion, cornprising of Ksli.33l.165
billion as equitable share and Ksh. 45.753 billion as conditional allocations, be

transferred to counties. CRA grows baseliire ailocation of equitable share of
revenue in the current financial year by a three-year revenue growth 15.09%.

Additional arnounts for county roads and public participation arnounting to Ksh.

27.79 billion and Ksh. 5 billion are fufther added to the baseline. Thus, the

proposed equitable share will amount to Ksh. 331.765 billion.

91) The Comrnittee notes that CRA maintains the current conditional allocations (Level

5 hospitals, Free Maternal liealth Care, Compensation for user fees forgone, leasing

of rnedical equipment and l5o/o of Road Fuel Levy Fund) but grows each of them

by the 15.09%. In addition, five new categories of conditional transfers are

included in the Cornrnission's reconmendation. These include, Ksh. 5.196 billion
for salaries for devolved staff retained by county govelxlnents, Ksh. 4 billion to

build county headquarters in Lamu, Tharaka Nithi, Nyandarua, Tana River and

Isiolo. And Ksh. 5 billion for rehabilitation of Secondary and prirnary schoois. In

addition, CRA recornrnends that Ksh. 5.196 billion be transferred as conditionai

ailocation to counties for county ernergency funds and Ksh. 6.3 billion for
rehabilitation of village polytechnics. Thus, a total atnount of Ksh. 25.692 billion
will be sent as new conditional aliocations to county governtnents.

92) The Comrnittee obserued that the BPS proposes to allocate a gross amount of Ksh.

302.198 billion to counties, comprising of Ksh. 280.3 billion as equitable share and

Ksh.21.897 billion as conditional allocations. The equitable share is computedby

growing the baseline amount (Ksh. 259.775 billion) by an revenue growth of 7 .9%

on account of weak revenue pelformauce.

93) The BPS maintains the curent conditional allocations but keeps tll'ee of thern

Level 5 hospitals, colnpensation of user fees forgone, and leasing of rnedical

equipment at the satne level as in the current Division of Revenue Act. The amount

for maternal health is rnarginally reduced from Ksh. 4.298 billion to Ksh. 4.121

billion, while the conditionai allocation out of the Fuel Levy Fund rises by Ksh. 1

biltion fi'orn Ksh. 3.3 billion to Ksh. 4.307 billion. The proposed arnounts for loans

and grants declines frorn Ksh. 10.611 billion to Ksh. 3.87 biiliou. The draft BPS

further introduces a new conditional allocation of Ksh. 200 rnillion known as

special purpose rredical emergency for two counties narnely Lamu and Tana River.

94) The Cornmittee notes that comparatively, CRA total allocations will rise by 31.5%

whereas the BPS allocations will rise by a mere 5.27%. The difference between

CRAs recolmnendation for equitable share and that of the BPS is Ksh. 46.403
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billion. Equally, CRA proposes approxirnately double the arnount of conditional
ailocations that the draft BPS is proposing. Despite this difference, the Comrnittee
had issues on both proposals for allocation to counties. Briefly, on account of tlie
BPS, DORB, and COG cotnrnents and sectoral cornrnittee recommendations.
revenue allocations this yeal the Cornrnittee obseryes the following:

That conditional allocations as per Article 202 need to be kept at a

urinitnr-ttn. hence the neu, conditional allocations ntonoqe.l 1.!r'.r fR A.) rx,ill
cornplicate the revenue sharing framework in view of Article 187 on
transfer of functions between levels of governrnent. In particular,
conditional allocations should only address critical issues which would not
be fuirded in any other way. Thus, the justifiable conditional allocations
should be Level 5 hospitals, Free Maternal health care, compensation for
user fees forgone, leasing of rnedical equipment and 15% of Road Fuel
Levy Fund. New conditional allocations that the cornrnittee urges
consideration is provision for security in counties where the county
goverunents are making certain contributions.

Allocations for county roads and transfer of functions. The Committee
notes that sorne county roads functions are still held by the National
Government through the KTIRA and KERRA. The Comrnittee therefore
proposes the estirnated Ksh. 27.79 billion for roads be included in the
equitable share as recorrlnended by the CRA.

The Corunittee notes that the BPS uses a very conservative revenue
growth rate in the cornputation of the equitable revenue share. Actual
revenue realization seerns to differ fi'orn the growths used in BpS. Average
actuai revenue perfonnance for the last four years is about 13-14%, thus
the rate of growth of revenue that should be used at the minimum to
cornpute the equitable share for 2016117 should be l3o/o.

The Comrnittee takes note of the rnacroeconomic and fiscal environrnent
of the Kenyan econolny today. In particular, the Committee is concerned
by rising debt burden in the face of rveak revenue perfonnance. Therefore,
the National govemtnent should prioritize its expenditure in the face of
county allocations to avoid revenue shortfalls, fiscal deficits, borrowing
and in-year budget cuts. In addition, both levels of govemrnent should
enhance fiscal prudence and austerity whenever necessary to enhance
efficiency and productivity of public spending. Annual incrementalisrn in
budgers ar either ievei of goverrrrenr is ciiscourageci.

1.
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The BPS maintains the current conditional allocations but keeps three of
them Level 5 hospitals, cornpensatioir of user fees forgone, and leasing of
rnedical equiprnent at the same level as in the current Division of Revenue

Act. Indeed, the BPS reduces the amount for rnaternal health frorn Ksh.

4.298 billion to Ksh. 4.121 billion. The Cornrnittee proposes that the

arnounts for these conditional allocations be increased on the basis of the

revenue growth.

The Cornrnittee criticaliy reviewed the issues raised by COG on the 2016

BPS. In this regard the Committee recornmends that any withheld

functions by the National Governrnent be irnmediately transferred to

counties. This should be accompatlied with enhanced equitable share

allocations and conditional allocations as necessary. The Corunittee

filther notes that nothing stops counties fi'orn prioritizing expenditure

allocations to all county fuuctions identified by the COG and as outlined in

Schedule 4 of the Constitution within allocated equitable share and own

resources,
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\/II. FISCAL FRA]\{EWORK AND IMPLICATIONS TO COUNTIES

95) Mr. Speaker Sir, the Committee received repofts and recornmendations from various
Standing Corunittees of The Senate on the BPS. Once again, the Cornrnittee decries
the limited time within which the Cornrnittees were tasked to consider and give
recorunendations on the BPS. Consequently, time constraints inhibited detailed
scrutiny of past perfonnance and future policy proposals of various govelTlment-
snenrlinc':qiar-iee

96) Mr. Speaker Sir, even as rxy Corunittee undertakes to engage the National Treasury
in order to have future BPSs subrnitted early, I urge the Standing Committees to
continually interrogate govemrnent policies, programmes, and resource utilization of
ministries and agencies with direct implications on the performance of counties.
Through regular interactions with rninistries and agencies under their jurisdictiol the
Cornmittees will of The Senate will be better equipped for the onerous task of
reviewing budget documents.

9CI Mr. Speaker Sir, the following are the sectoral issues and recornrnendations rnade by
various Comrnittees

98) Social Sector

Introduction

The Second Schedule of the Senate's Standing Ordels assigns the Standing Corrunittee
on Labour and Social Welfare the mandate to consider rnatters related to manpower and
hurnan lesource planning, gender, culture and social welfare, youth, National youth
Service, Children's welfare, national Heritage, betting, Iotteries, sports, public
entertairulent, public arnenities and recreation. Specifically, the national spending
agencies under the purview of the Cornrnittee are:
(a) Ministry of Labour Social Security and Services with all agencies under its control;
(b) Ministry of Sports, Culture and A:ts with all agencies under its controi;
(c) State Department for Planning- National Youth Service-Gender and youth

Empowennent Pro grarune ;

(d) State Depaftment for Coordination of National Govemment- Betting Control,
Licensing and Regulation Services; and

(e) National Gender and Equality Cormnission.
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N{edium Term Budgetary Allocations

The total budget ceilings proposed for the programmes under the purview of the

Cornrnittee in the BPS for FY 2016-17 amounts to Kshs. 52.44 billion of which Kshs.

20.61billion (39%) is for recunent expenditure while Kshs.31.83 billion (61%) is for

development expenditure.

Observations and Recommendations

The Committee observes that the Fourth Schedule Part 2 Paragraph 4 of the

Constitution does not clearly state the national and county flrnctions with respect to

cultural activities, public entertairunent and public amenities including museulns,

sports facilities and libraries. It is therefore reconunended tlud a legal frameworlr
that clearly articulates what cortstitutes a courttlt fttrrctton and natiottal furtction be

put irt place to avoid cluplication, particularly under the Ministry of Sports, Culture

and the Arts.

The Cornrnittee lotes that the roll-out of the cash transfer programmes by counties

rnay be a duplication of efforts and prone to abuse since the two levels of

goven-unent - national and county - do not have a single register. It ts tlterefore

recontntendecl that a single register slrculd be estsblished for tlte cash transfer

progranmtes to avotd abuse by beneficiaries.

The Cornrnittee observes that there are persistent delays in the release of funds by the

National Treasury. As at 31" Decernber 2015, Kshs 99 billion had been disbursed to

the County Govemments out of Kshs 287.044 biilion that is supposed to go the

County Governrnents for FY 2015/16. It is therufor" reconunended tltat tlte
Nati.orual Treasury should strtct\t adhere to the disbarsenterd sclredule and give

p riority to co urtty dis bursements.

It is observed that the BPS in its cunent fonnat lacks up to date data in respect to the

extent of achievernent of planned activities as approved in FY 2014-15 hence

creatilg difficulty in determining justification for the allocations. For exatnple, the

status of the consfirrction of the rnodel ernployment offices and the completion of

three regional stadia was not provided. This information, even if it were preliminary,

say for the first quarter and or first half of the curent financial year, would provide

pointers as regard to budget irnplernentation challenges for the current budget. It is

further observed that the Budget Policy Statement does not indicate progralnme

outputs/ outcomes hence it is difficult to intenogate and provide specific

recommendations.

Lt.

iii

t\)
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99) Health

Introduction

The health agenda is focused on the impleinentation of Kenya Health poticy (2014-2030)
and Kenya Health Sector Strategic and Investrnent Plan (2014-2018), which are part of the
policy instruments for the realization of Kenya's health Vision 2030 and Mediurn Term
Plan II 2013-2017. The health sector plans to irnplernent five progralrunes namely:

i. Preventive, Promotive and RMNCAH Services;

ii. National Referal and Specialized health Services;

iii. Health Research and Developrnent;

iv. General Adrninistration and Support Services;

v. Heaith Policy, Standards and Regulations

Mediurn Term Budgetary Allocations

The Budget Policy Statetnent provide for an arnount of Ksh.59.5 billion of which Kshs.
28.9 billion is recurrent and Kshs. 30.6 bittion is development for the health sector.The
sector will also benefit fi'om conditional grants to county goverrunent for free martemal
health care at Kshs 900 million, Leasing of medical equipments at Ksh 4,500 rnillion,
cotnpensation for user fee Kshs 900 million, special purpose grants of Kshs 200 million for
supporting access to emergency rnedical services.

Observations and Recommendations

The Cornrnittee had engagements with council of goverrrors concernilg the
implernentation of programlnes in the health sector and recornmends the following;

County budget process should be carried out alongside the National budget
process so that the Senate can intenogate both levels of govenunent budgets
exlraustively. It is therefore reconunended that the Finance Conmrittee
introduces an anrendntent to the PFM Act, to give Parliantent a longer period
to engage witlt the Budget Poli.clt StatemenL
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L 1.. That Minilnum ailocation of funds to be ailocated to the rninistry headquarters

for policy purposes and for rnonitoring and evaluation while the rest of the

resources are allocated to referral hospitals and to county govemrnents.

That the Preventive, Promotive, and RMNCAH (RMNCAH refers to
reproductive, rnatemal, neonatal, child and adolescent Health) Prograrnrne

should be refocused to avoid overlap of functions such as promoting primary

healthcare and environrnental health care under the mandate of the county

governtnents.

That funds for county goverrunent should be released on tirne because of the

critical aspect of some functions in health sector like rnaternity services.

That irnplementation of the Managed Equiprnent Seruices projects should be

hastened and achievable targets set.

100) Energy

Introduction

With regards to energy and petroleurn, the proposed ceiling measures across the

five prograrunes is based on the thernatic policy area focusing on investing on

overall infi'astructure key alnong them energy with a view to enhance generation,

transmission and connectivity to infonn the rnain of broad based and sustainable

econornic growth as well as job creation and county and national competiveness.

Medium Term Budgetary Allocations

The proposed overall ceiling aliocation towards energy and petroleurn

progralnlnes stands at kshs 91.08 billion, a reduction of approxirnately 4 percent

frorn the cument allocation tn 2015116. The shortfall is likely to affect the key

progratnrnes of Power Generation, Transmission and Distribution whiie

allocations to the other prograrrunes are much iir line with the resource

requirernents. Moreover, the resource fratnework takes into cognizaflce the key

agenda of the Ministry's +5000 MW Plari launched in September 2013 to

enhance total effective capacity frorn approxirnately 1,664 I\^V (2013) to over

5000 MW by 2017 -

ut.

tv.

v.
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Observations and Recommendations

The Cornmittee recornrnends the following:

That national projects such as electricity access and connectivity are critical
interventions to spur the competitiveness and perfolrnance of national and county
economies. In addition, it creates conducive business environment and attracts
private seciol lnvestlnellt aI Ine uountles. rne Lorrurllmee tnerelore recomnends
the proposed ceilings lneasures under all the progralilnes be maintained.

That there is need to enhance oversight measures on energy projects with a view
to fast-track flagship projects cunently under implementation so as to be
cornpleted without further delay.

tii Regarding the Energy Bill which outlines the legal regime that will spul the
energy policy and impiementation of sector mandates, the Comrnittee is
cognizant that the bill is being discussed at the National Assernbly. The bill is
expected to provide clarity with respect to functions between the two levels of
govenxnent including rnandate given to the National Governrnent of policy
rnaking and that of implernentation assigned to counties will be discussed further
once the Bill is brought to the Senate. The irnperative therefore is to facilitate the
Senate and key stakehoiders input in which the Comrnittee will play a leading
role.

That tliere is need for the Ministry of Energy and Petroleurn to apprise the
Comrnittee on the status of oil exploration including rnapping and licensing of
additional blocks and development of auxiliary infiastructure to support the
industry.

That uptake of renewable energy such as biogas and alternative sources of energy
such as solar and wind arnong the majority of Kenyans is irnportant. The
Ministry's outreach programme to propagate and disserninate available renewable
energy teclurologies is done through Energy Centres that cumently number 16

centres. There is need to extend this outreach with a view to cover all the
counties.

l.

TI

v.

lv

vt. Considering that street lighting is a critical component to security of county
residents while boosting a 24 how economy, tlie Cornmittee recomrnends that
counties should be supported to undertake this critical exercise by way of a

conditional grant.
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vit. That there is urgent need to examine the pending bilis in the energy sector with a

view to settling them since delays rnay affect allocations to programrned activities

and furure power outputs and delay the delivery of cheap power.

vitt That in view of the limited tirrelines in processing the annual BPS, the

Committee recommends an amendrnent to the PFM Act, 2012 on the relevant

Sections to extend the given timeiines to one rnonth.

101) Agriculture, Rural and Urban Development sector

Introduction

The Corunittee received suburissions fi'orn the standing cornrnittee on Agriculture,

Livestock and Fisheries Agriculture that is composed of state departments of
Agriculture, Livestock and Fisheries is rnandated to provide policy direction and to

ensure sustainable development for agriculture, livestock and fisheries for food security

and economic developinent.

Medium Term Budgetary Allocations

The overall budget proposed for the state deparhnents of Agriculture, Livestock and

Fisheries in the BPS for FY 2016177 anounts to Ksh 34.8 billion. The state departtnent

of agriculture is allocated a total of Kshs 23,326 rnillion of which Kshs 7,199 rnillion
for recurrent and 16,12l million for development, state department of livestock has

been allocated Kshs 6,836 million of which Kshs 1,968 million fot recurtent and Kshs

4,868 rnillion fol developrnent while the state depaftment of Fisheries has been

allocated a total of Kshs 4,695 rnillion of which Kshs 1,576 million is for recunent

while Kshs 3,119 million is for developrnent.

The state departments of agriculture, iivestock and fisheries have planned to irnplernent

f,rve progralrmes namely; General administration planning and support services; Crop

Developrnent and Managernent; Agribusiness and infonnation rnanageinent; Livestock

resource tnanagement and developrnent, Fisheries development aud lnanagetnent and

Irrigation and land reclamation progralnrne which the state departtnent of water and

irrigation will irnplement.
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Observations and Recommendations

The Cornmittee made the following recolnrtendations on the BpS

Agriculture is a fully devolved function and with functions going to counties,
adrninistrative cost at National Governrnent should decrease because sched.ule 4
of the constitution clearly indicates that National Governrnent's role in
Aericulture to be nolicv and Research

Agri Business and infonnation rnanagernent has been reduced fi'orn3.5 billion to
1.7 billion. Agri Business and Information management vote should be increased
as agriculture is a cr-itical pillar to realization of vision 2030. Agribusiness is the
collective business activities that are perfonned fi'oin farm to fork. It covers the
supply of agricultural inputs, the production and transfonnation of agricultural
products and their distribution to final consurters. Agribusiness is one of the main
generators of employment and income worldwide

The State Departrnent of Livestock's programlnee of livestock resource
managerlent and developrnent will have its vote reduced frorn 7. i billion to 6.8
billion. 80% of Kenya is Arid and Serni Ar-id Lands (ASAL) and 60% of
livestock is found there suppofiing over 10 rnillion people as the only source of
Iivelihood. The Comrnittee is of the opinion that additional firnds should, be added
to this vote. This wili assist with functions such as increased vaiue addition,
establislunent of Livestock Disease Free Zones (DFZ), Fast-track Modernization
of the -Kenya Meat Cornrnission to increase output and efficiency and enable the
country to meet demand of an expanding export market.

tv The State Departrnent of Fisheries had it's vote increased frorn Ksh 4.5 bitiol to
ksh 4.6 billion. The Cornrnittee is of the opinion that inore funds need to be
allocated to this vote. Kenya Marine Fisheries Research lnstitute has over 500
vacancies due to lack of funding. Recruitrnent of young researchers in the
industry is non-existent, which could lead to a crisis when current researchers
teach the age of retirement. There is a need for continued research and investment
of Aqua Culture and Marine Fishing. Kenya curuently does not taking advantage
of tlre Coastline when it comes to fishing 92% of the fish consumed in Kenya
coules frorn Lake Victoria. Promotion and Protection of Marine and Fisheries
resources are another reason why additional funds are required in this vote.
Kenya cannot protect is marine resources due to lack of adequate machinery and
resources. There should be Intensive fish production technologies systems
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vt.

Monitoring control and Surveillance (MSC)developtnent, Restoration of degraded

fisheries stocks and habitats, .Nationai audit inspection conclusion, Fish quality

control laboratories establishment, Increased adoption of value additions

technologies, Stock assesslnents for cornrnercial fish species, Experimental use of

fishing gears, Fishing and breeding areas rnapping.The Cornrnittee is also of the

opinion that there is a rnissing link in fisheries especially when it comes to

marketing. There should be a budget line item supporting the fish market and a

fund established to create a Fish Marketing Authority to look into the frustration

facing the Fish Fanner.

Irrigation was allocated Ksh 13.8 billion down frorn 16.8 billion last financial

year. While the Galana/ kulalu ranch inigation also rernains a priority for the

goverrnnent, the Corunittee's recommendation that rather than centrally focus on

the Galana Kulalu irrigation project, tire funds should be distributed equally to all

counties to initiate their own inigation projects, as conditional grants. Each

County should have a rnajor irrigation project ratirer that one central inigation

project like Galana Kulalu inigation project.

The Cornmittee is concerned about Pending Bills: The State depafiments of

Agriculture, livestock and fisheries had pending Bills arnounting to KSh i61

rnillion recunent and KSh 411 million deveioprnents in the FY 2012113. This

figure has risen to KSh. 216.8 rnillion for recun-ent and KSh. 4,695.4 rnillion for'

Development by 2014115. This is quite substantial arnount given that Pending

bills at the closur-e of each financial year fonn the first charge at the beginning of
the following financial year. The Comrnittee is therefore concerned that money

eannarked for 2016117 will be used to pay for services received in20l4ll5.

102) Governance, Justice Law and Order Sector

Introduction

The Cornrnittee received submissions frorn the Comrnittee on Legal Affairs and Human

Rights and observed that the sector is largely concetned with dispensation ofjustice and

legal systern. The Sector plays a fundarnental role in creating an enabling environment

for economic, social and political development of the country. It is responsible for:

providing legat advice to Govemrnent, prornoting integrity and the frght against

conuption, providing prosecution services, spearheading the irnplementation of the

Constitution, regulating political parties, protecting witnesses and protecting hr-rrran

rights, delirnitation of electoral boundaries and managelnent of electoral process. The
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matters falling under the subsector include the organizatiott and administration of law
and justice, elections, promotion of principles of leadership, ethics and integrity; and
irnplernentation of the provisions of tlie constitution on human rights.

Medium Term Budgetary Allocations
In Financial year 2016117, the total budget estirnates for various programmes and sub-
progralnmes under the Legal sector ceilings according to the Budget Policy Statement,
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which stood at Kshs 33.055 billion, there is an increase in proposed allocations to this
sector. However, according to the MTEF sector report, the total resource requirernents
by the various programmes is estimated at Kshs 71.461 billion. In the medium tenn, the
total ceiling for the various programmes and sub-prograrurles is projected to rise
rnarginally to Kshs 48.6 billion in 201112018 before plunging to Kshs. 37.2 billion in
2018t2019.

Obscrvations and Recommendations

The foilowing are recorunendations on the BPS 2016 frorn the Legal and Hurnan Rights
Comrnittee

Judiciary
i. Construction and Establishrnent of Coruls: Whereas Courts are fundarnental for

dispensation of Justice, the criteria for their establishment and cornpletion should
be sequential and in a phased rnanner to avert stalling and incornplete projects.
Therefore Judiciary should prioritize corrpletion of courts under constmction
before starting new projects.

ti Leveraging use of technology based strategies in reduction of the backlog cases

Recommends eestablislunent of new courts in aleas where none exist be
prioritized over the expansion of existing courts.

Tlie Cornmittee lecommends increase and establishment of more rnobile cour-ts
for both High Coufts and Magistrates Court fi'orn cument proposal of just 3

rnobile High Courts and 10 rnobile Magistrates Coufts in the 2016117 financial
year.

Timely release of the Exchequer issue particularly on developrnent expenditure
in order to upscale development absorption capacities.

tii.

t tl.

v
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Offlce of the Attorney General and Department of Justice

vi. The Comrnittee recomrnends plovision of adequate resources for the Office of the

AG to conclude Backlog of 1100 Cases against the Governrnent during the

financial year 2016117.

vu It is noted that the office of the AG intends to establish 5 county offices and 2 for
the public trustee in the counties. This is stili too low considering the critical legal

serwices offered by offices falling within the office of the Attorney Generai and

the requirement for decentralization of state offices under the Constitution.

vut The Cornnittee recomrnends fast tracking and cornpletion of the National Policy

on Public Participation during the Financial year 2016117 to avert any legal

tussles.

Ethics and Anti-Corruption Commission
ix. The Comrnittee observes that there has been very low output frorn the EACC and

therefore proposes a reduction in the resource ceilings for the FY 2016111 which

may be reallocated to other agencies within the sector such as the Office of the

Director of Public Prosecutions.

Office of the Director of Public Prosecutions

x. In the year 2016117, the Office plans to establish the 15 prosecution offices in

Counties to suppoft its prosecution sewices. The Cornmittee proposes that this be

enhanced as it is anticipated that the plosecutions will increase under the county

laws.

Registrar of Political Parties

xi. The Cornrnittee recomrnends that the rninirnurn allocation to the Registrar of
Political Parties in 201612017 financial year should not be less than Ksh 4.04

bitlion in light of the requirernents of section 24 of the Political Parties Act,2011,

which provides that the resources to be allocated towards the Political Parties

Fund shall not be less than zero point three per cent (0.3%) of the revenue

collected by the national government.

Independent Electoral and Boundaries Commission

xii. Voter Registration: There is need to consider ailocating tnost of the resources

which are projected for tlie FY 201712018 to the FY 201612017 to enable the

cominission to prepare for 2017 General Elections in time. This is also essential
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xlu.

xlv.

in ensuring that IEBC meets the target of 8 rnillion new voters as weli as any
planned procurelrent of electronic equipment before next General election.

High Level of Pending Bills by IEBC: - pending bills remains a major concern as
they may reduce the resources available to Cornrnission. The Cornrnittee
therefore recorrrlends comprehensive Audit of the Pending Bills and providing
guidelines and capping on legal fees chargeable to public institutions to take into
account any pending bills.

The Comrnittee recotnmends cornpleting geo-coding of 12,048 polling stations
as proposed in 2015/2016 and 2016120ll financial years.

Judicial Service Commission
xv. It is noted that the resource allocation for 201 6117 (which is at 450 rnillion) is a

reduction frorn 473 rnillion in the 2015116 FY. It is proposed that this be
enhanced to enable the Cornmission to achieve its target to: recruit 30 Judges;
recruit 500 staff; and to enhance transparency, independence and accountability
ofjustice by 7A%.

103) l'>ublic Administration and international rerations sector

The Cornrnittee received subrnissions from the Standing Comrnittee on National Security
and Foreign Relations on the BPS and obserued the following;

Introduction
Pursuant to the second schedule of the Standing Orders for the Senate, Standing Order
208(3) and Standing Order 235 (I), the Standing Committee on National Security and
Foreign Relations is rnandated to:

a) consider all rnatters lelating to regional integration, national security and foreign
relations, internati onal relations, agreernents, treatie s and convention;

b) scrutinise the budget related poiicies, prograrunes and their objectives and the
effectiveness of their iinplernentation; and

c) receive repofts or consult with cornrnittees or rnernbers of the East African
Legislative Assernbly or the Pan-Afiican Parliarnent on any matter relating to the
work of the East Afi'ican Legislative Assembly or the Pan Afi-ican Parliarnent
respectively.

rc5n B-eOOf-t On tho tnr6 RP(l Fin>nro f nmmorao enrl er rdaai f nmmi++aa_._ _._t rvo_! +.v;,.;;;.sa_=



i.

lt is frorn this perspective that the Cornrnittee is now rnandated to scrutinise the BPS and

estirnates under the Minishy of Foreign Affairs and International Trade, Ministry of
Interior and Coordination of National Governrnent, Midstry of Defence and the State

Departrnent of East African Affairs.

Medium Term Budgetarl, Allocations
The Budgetary allocation for the national security sector is projected to rise frorn Kshs

112,513 billion rn Z0I5|Z0L6 to Kshs 120,840 billion in 201612017, Kshs 123,217

billion in2017/2018 and Kshs 141,993 biliion in 201812019. The proposed budgetary

allocation in201612017 for the national security represents 2 percent of the GDP and 6.8

percent of the budgetary allocation.

The total budget estirnates for various prograinrnes and sub-prograrnfiIes under the

purview of the Cormnittee rn201512016 financial year is Kshs 135.697 billion.

Observations and Recommendations

The Comrnittee notes that resources for carrying out security activities are highly

centralised, often times resulting in security agencies failing to irnmediately respond

to security chailenges because of lack of resources. ,Ir is ilterefore recontntended tltat
the BPS sltould address tlis nmtter tlrouglt practical policy interventions.

The Cornrnittee notes that the BPS 2014 and 2015 prornised the leasing of 2700

and 1200 police vehicles respectively. Similarly, the BPS 2015 promised to

construct 15,000 houses for the police. In 201412015 the Govemrnent managed

only 340 vehicles from the prornised 2700 and 700 houses in 2013/2014. It is

therefore reconunended that tlte House resoluttons on tlre BPS 2015, tlmt the

leasing of motor velticles by tlte police and tlte ltousirtg project be doniciled
under the National Police Senice Conmission, sltould be fastracked to bring
effeiciency irt tlte police service.

The Cornrnittee observes that although it is repofied that the Governrnent has

managed to insure all the police officers for rnedical cover, the cover had not been

irnplemented as at December 2015. It is tlterefore recotnnrelded that the

Goverrunent ntoves N,i.tlt speed and inrylenrcnts tlte proposed nrcdical cover tn tlte

second ltalf of jinancial year 2015/2016.

The Corrunittees notes that the gap between resource requirements for sorne MDAs

under the Comrnittee's puwiew and the ceilings set out in the BPS is too high.

Case in point is the Ministry of Foreign Affairs whose ceiling stauds at 58 per cent

ti.

iti.

IV.
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vL.

of its total resource requirernents. In order for the Mtnistry to deliver on its
ntandate witlt tlte reduced resource allocatiort, it is reconilnended that it should
reprioriti.se tlte location of foreign n:l,ssiorts in strategi.c countries in line Kenya,s
e c o n o nttc, inter n atio tr al and dip lo m atic o bj e ctiv es.

The Comrnittees notes that report that sorne counties such as Mandera and Wajir
are fuirding security activities despite this being the responsibility of the national
goverunent. It is reconunended that a contpensatiort mechanisnt be developed for
LvErLL,'.cb 
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The Cornmittee observes that corectional services falling under State Department
of Coordination of National Govemrnent (now State Department of Conectional
Services), face funding challenges due to a rise in the number of inmates . It is
tlterefore reconurxended that a policy should be developed to have petgt offend.ers
be subjected to contrtrunial service to decongest prisons.

104) State department of Education

Introduction and Medium Term Budgetary Allocations
The Cornrnittee received submissions from the Standing Cornrnittee on Education and
noted that the departtnent of Education has been aliocated Kshs 81.39 billion out of
which Kshs 59.4 billion for recun'ent and Kshs 21.9 billion for development. The state
department is implernenting four prograrnlnes namely; prirnary education, secondary
education, quality assurance and standards and general adrninistration, plaruring and
supporl services.

Tlre expenditure ceiling for the TSC in 2016117 is Kshs 186.6 Billion of which Kshs
186.5 billion is for recurent while Kshs 0.10 biilion is for development, representing an
increase of Kshs 5.2 Biltion (2.8 %) fi'orn the approved expenditure estimates for
2015116 which is Kshs 181.4 Billion. The cornmission will be implementing four
progralnlnes namely teachers resoul'ce managernent, govelxance and standard and
general adrninistration, plaruring and suppolt services.

Observations and Recommendations
The comrnittee rnade the following recomrnendations

Resources to be provided to the Ministry of Education, Science and
Technology to enable it set up at least one TVET in the counties that do not
have one through conditional grants in order for them to establistr TVETs.

t.
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This wilt ensure equity in the provision of TVET education, which is very

critical towards the realization of vision 2030.

ii. The construction, equipping and rehabilitation of vocational training centres be

done by the county goverrunents since this was a devolved function. The

firrds allocated to these functions by the Nationai Govetnrnent should be re-

allocated to County Equitable share.

To realize the Sustainable Developrnent Goal (SDG's) of ensuring inclusive

and equitable quality of education and promoting lifelong opportunities for

Iearners, TSC's budgetary allocation be enhanced to enable it ernploy at least

25,000 teachers in 2016 l20ll .

The Provision of enhanced budgetary allocation to TSC for the payrnent of
retirernent benefits to teachers. The comrnittee fuither made an observation

tlrat In the BPS 2016, no funds has been allocated to TSC for this.

That no allocation of funds has been rnade in the BPS 2016 for the recruitment

of new teachers by TSC while the current teacher short fall stands above

100,000.

To respond effectively to education needs and investing in ASAL's to enable

learners in this area access quality education, lnore funds be allocated to the

National Cornrnission for Nornadic Education in Kenya.

The Ministry of Education, Science and Technology to review policies and

guidelines for Early Childliood Education for unifotrn standards across all

counties and funds be allocated to this effect.

105) Information, Communication and Technology

Lu

lv

v

vt.

vLt

Introduction and Medium Term Budgetary Allocations

The Cor::unittee received subrrissions fi-orn the Senate Standing

Infonnation, Cotlrnunication and Technology and notes significant

resource allocations to this critical iCT sub-sector.

Comrnittee on

lopsidedness of

The Senate Cornrnittee on Cornmunication and Technology mandate covers the entire

ICT sub - sector with a view to ensuring serices are delivered in line with key outputs

and outcome indicators. The Cornrnittee avefs the sector as a source of growth in

expanding the economy where the contribution stood at 8.4 percent to GDP rn 2014,

compared to a share of 10.1 percent in 201 1.
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The committee notes the proposed ceiling lrreasure as contained in policy document is
being channeled through the four (4) prograrunes under irnplementation. The gross
ceiling for the rninistry of ICT is at Kshs lt.2l8 billion, indicating continuous
investrnent in the iCT sub sector albeit marginal reduction of 6 percent when compared
to current approved levels of FY 2015116. Through the rnain programmes of ICT
lnfi'astructure Developrnent, Mass Media Skitls Developrnent, and Information and
Comrnunication Services the key projects and priorities currently under implernentation,
which are also critical to couuty oerfonnance intenns of enhanced service deliverv and
attracting investors are: the National Fibre optic cable (Phase II), cornrnunication
infrastructure and county corinectivify projects, konza techaopoiis and government
shared setvces. Other interventions include the digital literacy and migration
(cornpliance and fi.uther roli out), the Presidential Digital Talent initiative for the youth,
research laboratories, among others.

However, the cornrnittee obserues that while flrnding levels have been consistent over
the years with stable Developrnent Parhrer support, a number of the flagship projects are
behind scheduie and there is need to fast -track cornpletion. In addition, pending bills
and oustanding corunitrnent especially weighing down the State corporation KBC pose
potential risks if not addressed accordingly and quickly, a practice the committee
cautions is a serious fiscal pitfall in the near futule if prograrlme and project
irnplernentation as well as overall managelnent of agencies is not anchored on sound
plaming and budgeting.

Observations and Recommendations
The cornmittee made the followin.g recommendations:

That the overall ceiling rreasure of kshs 11.218 billion be affinned, with a further
recorlrlendation that the total allocation to ICT budget under the ministry's vote
to be at least 5 percent of national budget rrinisterial expenditure in the medium
term;

t.

Lt. that the rninistry prioritizes the allocations (especially under ICT Infrasttucture
Developrnent proglarnrne) towards fast tracking development of horizontal and
basic infrastructure in Konza City; cornpletion of County Connectivity Projects
in the shortest tirne possible and enhancing the irnplernentation of the second
phase of National Optic Fiber Backbone Infrastructure with a clear poticy on the
Iast rnile connectivity; and, the ministry liaising with KPLC to exploit the KPLC
fibre to irnprove and supplernent connectivity, alnong others.

That it is tirne critical for the Universal Access Fund initiatives including the
undertaking of the second access gap study be rolled out iinrnediately with rnain
airn of Ken in remote and unserved areas

TI.I.
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internet connectivity and other ICT infrastructure activities as envisioned in the

fund objectives.

106) Land and Natural Resources Sector

Introduction
The sector is concerned with rnatters relating to Envirorunent Protection, Water and

Natural Resources. The sector plays an irnportant role in contribution to sustained

economic transfonnation, and a cornpetitive economy. In cognizance of this role, the

govemlnent ernphasizes protection and conservation of the envirorunent, underpinned by

effective clirnate change rnitigation to sustain access to clean water, clean environrnent

and a healthy productive population. Broadly the land sector fits into the overall

objective of the refonns under agricultural transformation and food security. The

policies pursued by tlie MDAs under the sectol are rnajorly aimed at land sector refonns.

According to the Economic Survey of 2013, about 42o/o of the Country's GDP is derived

fi'orn natural resource-based sectors yet the ceilings provided for in these sectors are a

paltry 5% of proposed allocations;

Medium Term Budgetary Allocations
In order to irnplement the prioritized Plogrammes, the sector's proposed allocation is

estimated at Kshs 74.55 billion 201612017. Out of the total proposed allocation for the

FY 201612017, Kshs 19.53 billion is for recunent expenditure while Kshs 55.02 billion
is for developrnent expenditure. The allocations are projected to increase to Kshs. 83.9

billion and Kshs. 84.3 billionin2017l2018 and 201812019 respectively.

Observations and Recommendations

The committee rnade the following recon-unendations

u.

That the Ministry of Mining budgetary allocation is extrernely low compared to

the envisaged rnandates which is likely to adversely affect irnplernentation and

achievernent of rnost of the flagship projects under the second rnedium tenn plan.

The Transfer of functions related to Regional Development Authorities (RDAs),

water conservation and forestry to the county govemtnent is incornplete.

There are llulnerous policies and legislation in the sector, which have not been

aligned to the Constitution 2010 as per the targets in the raedium term plan II,

thus hindering delivery of services in the sector.

t.

iti.
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iv. Whereas the sector reports envisage critical refonns in the iand sub-sector, the
poiicy docurnent only outlines indicative proposals along key prograrns under the
land sub-sector. The docuinent is not quite clear on how these interventions are
expected to contribute to the thernatic areas outiined.

v. The policy document is shott on land refonn issues currently urder
irnplernentation and are expected to continue to the mediurn tenn. They include
key refonn issues like digitization of land records and registries which can impact
on ease of doing business efficiently and agricultural productivify.

vi. Seek legal iirterpretation of policy guidelines fiom the Suprerne Court ruling on
functions of Ministry of Land, Housing and Urban Developrnent (MOLHUD) and
the National Land Cornrnission (ltILC) to avoid double allocation and duplication
of functions;

tti. Reallocate Ksh. 3.118 billion for the proglam on Integrated Regional
Developrnent under the State Departrnent for Environrrent, Nafural Resources
and Regional Development to the respective counties;

viii. Expedite the rnerging of the Kenya Water Towers Agency, Kenya Forest Service
and the Kenya Wildlife Seruice into one state corporation in order to improve
operational effrciency ;

tx. Make adequate budgetary provisions for geophysical survey under the Ministry of
Miuing. In addition, give a revised policy guideline on Ministry of Mining; if it is
to be sustained, then must be allocated.

107) Roads and public Works

Introduction and Medium Term Budgetary Allocations
The Ministry of Transport and Infrastructure is proposed to have a total resource
allocation of Kshs 265.298b1llion for the FY 2016117. Out of this allocation, the State
Department of infrastructure is Kshs 134.545 bitlion while Transport is Kshs
130,753billion.

The Directorate of Housing and Urban Developrnent is Kshs 20.242bi1lion out of which
Kshs I 1 1 .l65billion was allocated to the "urban and metropolitan developrnent
program". This prograrune attetnpts to undeftake devolved functions such as installation
of streetlights, construction of bus parks and produce markets etc.

Observations and Recommendations

The comrnittee rnade the following recorunendations

i. Allocations to National Government roads
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Forty one thousand three hundred and thirty nine kilornetres (41,339krns) of roads have

been transferred to counties yet there is no single allocation of resources for the

additional roads.

The Kshs 27.79 billion currently allocated to roads in the national government budget

should be transfened to counties, as equitable share, for construction and rnaintenance of
county roads.

ii. Fuel levy Fund
The county govenxnents have been allocated Kshs 4 Billion frorn the fuel levy fund for

road construction while a further 22o/o that has been allocated to KURA and KERRA.

The 22% allocation to KURA and KeRRA should be reallocated to the county

goveflunents rnaking tt 3Jo/o, since the rnandate of these road agencies have been

transferred to the counties.

lil. Allocations for the urban and metropolitan development program

The functions undertaken under the 'urban and metropolitan development program' are

devolved functions.

Consequently the allocation of Kshs. 11.165 billion for the directorate of housing and

urban developrnent should be an allocation to the county govemrnents.

lv. Allocations for LAPSSET project

The 3 berths at Lamu Poft were expected to be at 10% cornpletion in the Financial Year

zAlql5 and 30o/o in2015116, yet no funds had been set aside for this purpose.

Similarly, no funds have been set aside for the constmction of resort cities in Turkana

and Isiolo.

Allocations should be done for construction of the three berths and resort cities in

Turkana and Isiolo.

v Allocation of funds for air strips

There was no critelia stated, in the Budget Policy Statement 2016, for the allocation of
funds for cefiain airstlips i.e. Nanyuki, Ikanga, Lodwar, Ernbu and Malindi .

vi. Standard Gauge Railway
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The Budget Policy Statement should state exactly when the second (2"d) phase Q.,rairobi-
Naivasha) of construction of the standard Gauge Railway wili begin.
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\/III. RECOMI\{ENDATIONS

10S) Mr. Speaker Sir, The Coinmittee received useful submissions fi'om ali the

Standing Cornrnittees of the Senate. The comrnittees made significant obseryations

on the BPS policy proposals for the 2016117 and the rnedium tenn, identifying

broad policy issues with great impact on counties, the issue of county functions heid

by the National Govemrnent and proposals on revenue allocation. Frotn the

perspective of Senate Cornrnittees and the role of Senate in plotecting the interest of
counties, the broad issues in this years BPS can be categorized as follows:

(i) National policies and prograrunes that have a direct irnpact on economic

performance of counties;

(iD Outstanding transfer of county functions alongside additional financing;

and,

(iii) Proposals on division of revenue between the two levels of govemrnent

and among counties for the 2016117 financial year.

109) Consequently, Mr. Speaker Sir, the Comrnittee recorunends as follows;

D. Enabling National Policies and Programmes

In order to enhance the econornic perfonnance of county and national

goverrunents the Cornmittee recomflends as follows:

i. Synchronization of social safety net funds at the national and

county level thlough establishrnent of a cornmon single register and

a review of the disbursernent arrangetnents to give counties

conditional grants and assign thern the responsibilities of disbulsing

the funds;

Il. That indicative progrartme outputs/ outcornes be provided by

National Treasury without delay to facilitate proper scrutiny and

intenogation of the BPS and estimates to guide specific

recofirmendations,

111 That the National Treasury should consider amendments to the PFM

Act, 2012 and the Constitution to give Parliarnent and other

concemed agencies a longer period to consider the Budget Policy

Staternent;
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The Preventive, Promotive, and RMNCAH (RMNCAH refers to
leproductive, maternal, neonatal, child and adolescent Health)
Prograrnrne should be reviewed to ensure the function is done
primarily by the county govefiunent such as prornoting prirnary
healthcare and envirorunental health care under the mandate of the
county governrnents;

Implernentation of the Managed Equiprnent Services projects should
b: ll:'-:l;::l :*j ;:ll:-,':Ll" :;-;e; ;;:;

uptake of renewable energy such as biogas and alternative sources
of energy such as solar and wind among the rnajority of Kenyans is
impoftant. The Ministry's outreach prograrune to propagate and
disseminate available renewable energy technoiogies is done
through Energy centres that cunently nurnber 16 centres. There is
need to extend this outreach with a view to cover all the counties;

The State Department of Livestock's programme of livestock
resource managernent and developrnent will have its vote reduced
frorn 7.1 billion to 6.8 billion. 80% of Kenya is Arid and Semi Arid
Lands (ASAL) ard 600/o of livestock is supporting over 10 mi[ion
people as the only source of livelihood. The cornrnittee is of the
opinion that additional funds should be added to this vote. Tliis will
assist with functions such as increased value addition, establishment
of Livestock Disease Free Zones (DFZ), Fast-track Modemization
of the -Kenya Meat cornrnission to increase output and efficiency
and enable the country to rneet dernand of an expanding export
market;

The Judiciary should prioritize completion of courts under
construction before starting new projects;

Encouraging the use of technology based strategies to reduce the
backlog ofcourt cases.

ln addition, the Judiciary and other Governrnent agencies should be
faciiitated with tirnely releases of Exchequer particularly on
development expenditure to allow srnooth irnpiernentation of
capital projects;

iv

v1

v11

vI11.

ix.

x
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Fast tracking and cornpletion of the National Policy on Public

Participation and related relevant legislation in accordance with
Article 118 of the Constitution.

That due to plans by the Office of the Director of Public
Prosecutions to establish fifteen prosecution offices in Counties to
support its prosecution services, allocations to the office be
enhanced;

More resources should be allocated towards Independent Electoral

and Boundaries Comrnission to enable the Comrnission plepare for
2017 General Elections in time, and legister 8 million new voters as

well as any planned procurernent of electronic equiprnent before

next General Elections;

That the leasing of motor vehicles by the police and the housing

project be domiciled undet the National Police Service

Comrnission, and in addition should be fastracked to bring
efficiency in the police serice;

In order fol the Ministry of Foreign Affairs and International Trade

to deliver on its mandate with the reduced resource allocation, it
should rationalise foreign rnissious in strategic countries in line

Kenya's economic, intemational and diplomatic objectives;

That a poiicy should be put in place to guide capital expenditures

of foreign missions especially where exorbitant costs are accrued on

rental properties;

That to realize the Sustainable Development Goal (SDG's) of
ensuring inclusive and equitable quality of education and prornoting

lifelong opportuirities for leatners, TSC's budgetary allocation be

enhanced to enable it employ at least 25,000 teachers in201612011;

The Ministry of Education, Science and Technology to review

policies and guidelines for Early Childhood Education to ensure

unifonn standards across all counties and funds be allocated to this

effect;

That the Ministry of ICT prioritizes the allocations (especially

under ICT Infrastructure Developrnent prograrnrne) towards fast

tracking developrnent of horizontal and basic infiastructure in

Konza City; completion of County Corurectivity Projects in the

x1
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shortest tirne possible and enhancing the implernentation of the
second phase of National optic Fiber Backbone Infrastructure with
a clear poiicy on the last mile connectivity; and, the rninistry
liaising with KPLC to exploit the KPLC fibre to irnprove and

supplernent corutectivity, among others;

xx. That the Universal Access Fund initiatives including the
undertaking of the second access gap study be rolled out
iriiii.uir^a"c;iy, "virir rirv airrr u-i siiSuril5;{criyaiis iii.crrioie air..

unserved areas get access to rnobile and internet connectivity and
other ICT infi'astructure activities as envisioned in the fund
objectives;

xxl. That Ksh. 3.778 billion be reallocated for the prograrn on Integrated
Regional Developrnent under the State Department for
Envirorunent, Natutal Resources and Regional Developrnent to the
respective counties;

xxl1. That the Budget Policy Staternent should state exactly when the
second (2"0) phase (Nairobi-Naivasha) of construction of the
Standard Gauge Railway will begin and the exact route it will
foilow incluidng extension to Kisumu.

E. Transfer of outstanding county functions
Frorn its deliberations with the Sectoral Committees of Senate and the comrnents
by the Council of Governors, the Cornrnittee noted that several county functions
were still being carried out by the National Govemment in the absence of rnutual
transfer as envisioned in Article 187 of the Constitution. Thus, the Cornrrittee
recorurends that:

i. A11 county health functions be transferred fuily, including free rnatemity
program, slum health upgrade and cancer rnitigation and control.

ii. That the progralns on crop development and productivity; agribusiness and
information management; irrigation and land reclarnation, fisheries
development; livestock fesoulces managernent and development and
cooperatives developrnent and rnanagement be transferred to county
governments.

iii. That key collrponents of functions in the Ministry of Sports Culture and

Arts such as library services be transferred to county governernnts.
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lv That a iegal frarnework that cleariy spells out what constitutes a county
function and national function be in place to avoid duplication, particularly
under the Ministry of Sports, Culture and the Arts.

Agriculture is a fully devolved function and with functions going to

counties, adminisfl'ative cost at National Govermnent should decrease

because the Fourth Schedule of the constitution clearly indicates that

National Govemrnent's role in Agriculture is policy and research.

F. Division of Revenue

Briefly, on account of the BPS, DORB and sectoral cormnittee recorilnendations,

the Cornrnittee recomrnends that revenue allocations for 2016117 be based on the

following:

That subject to (B(1)) above, conditional allocations as per Article 202

need to be kept at a minimum in view of Article 187 on transfer of
functions between levels of goverunent. In particular, conditional
allocations should only address critical issues which would not be funded

in any other way. Thus, the justifiable conditional aliocations should be

Level 5 Hospitals, Free Maternal health Care, Compensation for user fees

forgone, leasing of rnedical equiprnent and l5oh of Road Fuel Levy Fund;

The Cornrnittee notes that some county roads functions are still held by the

National Government ttu'ough the KURA and KERRA. The Cornmittee

therefore proposes that the equitable revenue share be enhanced to finance

county roads in lines with the recolnrlendation of the CRA;

111 The Cornrnittee notes that the BPS uses a vely conseruative revenue

grou4h rate in the cornputation of the equitable revenue share. Actual
revenue realization seems to differ frorn the growths used in the BPS. Thus

the Cornrnittee recorunends that the offical rate of growth of revenue

should be used at the minimum to cornpute the equitable share for
20t61fl;

1V The Comrnittee observed the need to maintain a stable rracroeconomic and

fiscal environment of the Kenyan economy. [n particular, the Cornrnittee is

concemed by rising debt burden in the face of weak revenue perfonnanee.

Therefore, the Cornrnittee recomrnends that the National Govemrnent

1.
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prioritize its expenditure in the face of county allocations to avoid revenue

shortfalls, fiscal deficits, excessive bonowing and in-year budget cuts;

The Cornrnittee noted serious under perfonnance of revenues in the curent
financial year owing to internal administrative weaknesses of the Kenya
Revenue Aurthority (KRA). The Cornrnittee therefore recorunends an

urgent review of tire operations of KRA with a view to ensuring efficient,
ti.rr"iy arlLr prLrLrc-rrr. uurrsurrur, ,f .c"crr.ro.,

Equaliy, the Cornrnittee ulges enhanced fiscal pmdence and austerity
whenever necessary by both levels of govemrnent to enhance effrciency
and productivity of pubiic spending. Annual incrernentalism in budgets at

eitiier level of goverrunent is therefore discouraged;

That the National Treasury should strictly adhere to the approved county
cash disbursernent schedule and give priority to County disbursements. In
addition, there is also need to prioritize and consider critical aspects of
soure functions like rnaternity services in the health sector;

That resources be provided to the Ministry of Education, Science and

Technology to ensure each county has at least one nationally funded one

TVET institution. This will ensure equity in the provision of TVET'
education, which is very critical towards the realization of vision 2030.
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